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PREFACE TO THE FOURTH EDITION 

We have great pleasure in bringing out the 4th edition of 
sentiaU of Economios. We are glad to say that the 
ok has been greatly appreciated by Students and Professors 
a standard work for the Intermediate classes. For this we 
ank them sincerely. 

The fourth edition is an improvement on the Third in many 
ipects. The matter has been again revised and facts and 
'•es brought up to-date. A novel feature is the incorporation 
short summaries of the subject at the end of each chapter and 
o lists of questions for the students to test their knowledge, 
e hope the boift: has become more useful by these improve- 
ants. 

• i 

In the end, we are deeply grateful to the teachers of 
onomies who extended thoir patronage to the book and 
.rticularly to :hos 0 wlio in response to our request intimated 
us their reactions and constructive suggestions. /?>inong 
hese latior are : Professors, R. E. Bhatia, D. A. V. College. 
X \unci\ir; Mi^rza Mohammad Yacoob KgUey. Government 
g/ollege, Jhang; Mohammed Rashid, M. A. O, College, Amritsar; 
^iurcharan Singh, Emerson College, Multan. Abdul Aziz Farooq. 
amia College. Peshawar; K.M. Islam. Islamia College, Lahore: 

. C. Mukei'jee, Gorden College, Rawalpindi; G. Tj. Suri, D. A. V. 
college, Rawalpindi; Principal, R. K. K .mnar, I"). >.1. College. 
Moga; Bhagat Singh Sondhi, Government College, Hohtak: 
S. M. Datba Treya and B. S, Mehta, Govermnenb College, 
lyallpur ; Bawa Narain Singh, KhaUa College. Gujranwala; 
i. K. Dewett Govt. GoUfigo. Lahore B. N. Khoslai 
llahendra College Patiala;/ Abr^uU Latif and C- L. Tressier 
iuf Murray College. Sialkot j' 

- [ The Author. 


PREFACE TO THE FIRST EDITION. 

From the year 1943, the Intermediate Economics Syllabus 
the Punjab University has undergone a considerable 
ange. There was a need for a book embodying the new 
llabns. Thin book iq an attempt to supply this need. The 
--k covers oompletelv the new Syllabus. Part I deals with 
^ ementary Theory,” which is sliown as paper (/j) iu the 


• • 

11 

ByllabuB, and Part; II contains “Deseriptive Economroe, with 
Special Reference to the Punjab and India,” which figures as 
{a) in the Syllabus. 

In order to make the book complete in itself, so far as the 
essentials of theory are concerned, certain subjects have been 
included in Part 7, which do not form part of the Punjab 
Syllabus, Secti<ms dealing with such subjects are italicised ^n 
the Table of Contents. These may be omitted by the students 
appearing in the Punjab University Intermediate Examination. 

An intelligent grasp of the essentials of the subject at the 
Intermediate stage is indispensable for raising the standard 
in the higher classes. The authors have aimed at focussing 
attention just on the essentials. They have tried to avoid, 
Pecoudary details. Once the eesentials are intelligently 
mastered (not memorised) a mere comprehensive study can 
be made in the higher classes. 

The authors earnestly hope that the book will help in 
raising the standard of teaching and examination in Econo¬ 
mics at the intermediate stage. thus providing a sound 
foundation for raising standards in the higher classes. 

The authors are conscious of many shortcomings of the 
book for which they crave the indulgence of the readers. 
They however, will be too glad to Hcknowledge any construc¬ 
tive suggeetions for the improvement of the book in subsequent 

editions. 

the'Authors. 
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ESSENTIALS OF ECONOMICS 

CHAPTER I 

SUBJECT-MATTER OF ECONOMICS 

1. Wants the Starting Point. Mankind lives by the 
satisfaction of a variety of wants. Wants for a minimum of 
heat, sunlight, moisture, air. for a minimum of food, clothing 
and shelter must be satisfied to make life possible. When man 
rises in the scale of civilization he is not content with just 
this minimum. He wants more food and better food, more 
clothes and better clothes, ’similarly more and better kinds of 
shelter. Ideas of taste, social customs and respectability enter 
into his wants for the necessities and comforts of life. 

Moreover, lie wants other thing.s. He wants medical aid 
when ill, education and means of recreation : he wants means 
of travel in comfort. These in turn increase in variety as the 
tastes and social needs develop. 

2. Goods Satisfy Wants. Anything that satisfie.s a 
human want is a good. Sunshine, air, rain, water, articles of 
food, clothing and shelter ; liospitals, macliines. railway trains, 
etc., are all goods. Logically we can call all kinds of services 
also as goods befmnse they satisfy human wants. Mothers' love, 
sentiments of friendshiv^ also satisfy particular human wants and 
are thus goods. Usually, however, we name services separately 
and call the things that satisfy human wants as good.s and 
service.s. 

B. Utility is yielded by Goods. The power of a thing to 
satisfy a human want is called its utility. It should be re¬ 
membered, that utility does not refer to anything either good or 
bad from the moral point of view. Even harmful things like 
drugs possess utility. Utility, moreover, is not a quality which 
a good possesses in itself. A good may have utility under one 
set of conditions, but may have none under another. For 
instance, health authorities may forbid the use of melons owing 
to a cholera epidemic. Melons will no longer have any utility. 

4. Economic Goods are the Concern of Economics. 
All goods are similar in the sense that they all possess utility. 
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ESSENTIALS OF ECONOMICS 


Some goods however differ from others because they possess 
an additional attribute. They are scarce in addition to poss¬ 
essing utility. The meaning of Scarcity should be carefully 
noted. Scarcity is a relative term. It does not mean existence 
in .small quantities. There may be a unique stone^ but if it 
does not satisfy a want (does not possess utility), it is not 
scarce. There may be millions of tons of wheat in the world, 
but wlieat i.s still a scarce good, because it is not enough as 
compared with the wants it has to satisfy. If the amount of 
wheat in the world increases so much that anybody could 
have any quantity of it for the asking, wheat would cease to be 
a scarce good- 

Utility and Scarcity^ therefore, are two fundamental 
characteristics of e< onomic goods. 

5. Free goods are Outside its Scope. Goods that are 
not scarce are called free goods. Sunshine, air, rainfall, sands 
of the desert or any other good that exist.s in larger quantities 
than are required for the satisfaction of all the wants of man, 
are free goods. There wa.s a time when land was a free good. 
In some places it is so even now. But in most countries 
there is not enough land to satisfy all the wants of the people 
for it. Ijand is therefore not a free good in those places or 
countries. A good may be a scarce good at one place, but a 
free good at another. For instance, water at the spring is a 
free pood, hut tap water is a .scarce good. 

Sentiments that are ahvays freely bestowed like love, 
friendship, lespect in tlie genuine sense, are al.so free goods. In 
a word, free pood.s cannot be bought and sold. We are not 
concerned with them while studying economics. 

6 . Other cla sses of Goods. Apart from the above 
classification of goods into economic and free goods, they are 
classified in some other ways as well. The following are the 
important of such classifications : — 

ii) Goods of the First or Second Order. On the basis of 
the uses to which goods are put, they are classified into it) 
goods of the first order, that is goods which are used directly 
for the satisfa<!tion of human Nvants, such as bread, water, 
clothes, house, etc., and {ii) goods of the second order. Such 
goods are those which are used in helping to produce goods of 
the fir.st order, e.g., wheat, flour, the tools and implements of 
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a carpenter, blacksmith or a farmer. Such goods are^ indirectly 
consumed and they are sometimes known as producer’s goods. 

(ii) Material and Non^niaterial Goods, On the basis of 
their forms goods are divided into (/) material goods and Hi) 
non-material goods. The former are goods whicli have some 
material existence, e. g., a table, a chair, a book, a house, etc., 
and the latter are non-material goods, such as teaching ability, 
skill, good-will, etc. 

{Hi) Private and Public Goods. From tlie viewpoint of 
their ownerships, they are classified into {i) Private goods e. g.. 
goods owned by an individual. For instance, your turban, 
shirts, suitcase, pen. etc., are your individual goods, (it) PuhHc 
goods are those goods which are owned by a nation or a country 
as a whole, e. g,. means of transport, forests, rivers, canals, etc. 

(/V) Transferable and Non-tran.<iferable Goods. From the 
point of view of their tra);sferability, goods are divided into 
(?) transferable goods, e. g.. goods which can be transferred from 
one place or per.son to another, such as a taV)le. a chair, a book, 
a house, landed property, etc., arnl (//) non-transferable goods, 
that is goods which constitute a part and parcel of the physical 
being of an individual and (uiniiot be se])arated from Inin, for 
example, the dancing quality of a dancing girl, a doctor’s skill 
or a lawyer’s knowledge, etc. 

{v) Necessaries. Comforts and Luxuries. From the view¬ 
point of their consumption, goods are classified as necessaries, 
comforts and luxuries. More jibout this later. 

Necessaries are those goods the consumption of which is 
essential for the maintenance of human life. Such necessaries 
are further divided into four kinds, namely ia) Necessaries of 
life, €. g.. minimum of food, clothing and shelter to keep the 
soul and body together: (A) necessaries of efficiency, e.g.. articles 
such as milk. 

7. Wealth another name for economic Goods. Econo¬ 
mic goods are also called wealth. Wealth consists of all goods 
that possess utility and are scarce. Some people regard trans¬ 
ferability as the third attribute of wealth. A good may have 
utility for a person and it may also be scarce, but if it cannot 
b© transferred to the possession of another, it cannot be bought 
and sold, hence it is not wealth. If utility is regarded as a 
ocial concept, the third attribute of transferability is implied 
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in it. Some people give the name of “personal wealth” to 
non-transferable economic goods. 

Wealth, consisting of economic goods, has been differently 
classified by various writers.* But the most popularly accepted 
classification of wealth is as follows : 

(a) Individual Wealth. All goods possessed by an indivi¬ 
dual constitute his individual wealth, e.gr., land, houses, factories, 
stocks, bonds, shares, etc. Individual wealth is further sub¬ 
divided into two kinds : 

(i) Material Wealth, the wealth of an individual possessed 
in material form; for instance, house, furniture, land, stocks 
and bonds, etc. 

(ii) Personal Wealth, an individual’s wealth which is a 
part and parcel of his life; for instance, teaching quality of a 
teacher, singing quality of a singer, etc. 

(h) National Wealth. The sum total of the wealth of all 
individuals residing in a country together with other types of 
wealth, such as rivers, mountains, good climate, natural 
harbours, railway.s, canals, etc., which are not owned by any 
individual, are known as national wealth. 

(c) Cosmopolitan or International Wealth, The type of 
wealth which is neither owned by an individual nor by a nation, 
such as oceans and seas, atmospheric ether, etc., is known as 
cosmopolitan or international wealth. Inventions of all types, 
the writings of all great men and even the very lives of great 
men like Plato, Aristotle, Christ, Buddha and Gandhi, afe also 
regarded as cosmopolitan wealth. r 

(c/) Potential Wealth. The hidden treasures of nature, such 
as gold and silver mines, iron and coal mines, quarries, etc., 

• Prof. Chapmaij's classification of goods, for insCanco, appears as follows:— 

( . Material 


Goods f External 

1 I Non-material 


Internal—Personal —Non-transferable : (facalty of singing). 


Transferable (a chair) 

Non-transferable (sunlight) 

Transferable (goodwill of a 
business) 

Non-transferable (a nation’s 
good repute) 
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are known as potential wealth, €.g.^ the wealth which has not 

yet been excavated to constitute a part of the active wealth. 

% 

(e) Negative Wealth. All debts that we owe to others are 
known as our negative wealth. In calculating the wealth of 
an individual or of a nation their respective debits and credits 
should be duly accounted for so that there is no double-counting 
or omission. 

8 . Value, the Attribute of Wealth. We have seen that 
wealth consists of those goods which are capable of being bought 
and sold. This is the same as saying, that wealth possesses 
value. Adam Smith (the father of the Science of Economics) 
distinguished two kinds of value: value in use, and value in 
exchange. We call the former utility and the latter just value. 
Value, therefore, means value in exchange. In other words, the 
value of a good is measured by the amount of other goods that 
it can command in the market in exchange for itself. If a table, 
for instance, can command two chairs, or three books or three 
pens, etc., in the market, the value of a table will be two chairs, 
three books or three pens, etc. Value is thus a relative term. If 
the value of one thing rises, the values of the things that are 
commanded in exchange by it. correspondingly fall. There 
can be no general rise in values of all the things at the same 
time. There can however be a general rise in prices. What is 
price? 

9. Price is Value in Terms of Money. Wlien value is 
expressed in terms of money, it is called prices. If a table 
can be sold for Rs. 10 in the market, the price of a table is 
Rh. 10« When values are expressed in terms of money as 
prices many facilities result in calculation and expre.ssioii. For 
instance, if you possess a house and somebody asks you : 
What is the house worth? You will have to give an inexhaus¬ 
tible list of articles which can be bought in exchange for your 
house. Even if you could complete such a list (and it is 
doubtful if you could) that would not give to the person asking 
the question as clear an idea of the worth of your house as he 
would have got if you had started in terms of money what 
your house was worth. Suppose it could sell for Rs. 10,000. 
Then Rs. 10,000 give a clear idea of your economic position 
as the owner of the house to anyone. Moreover, you can add 
prices but cannot add values. 

Another advantage of expressing values in terms of money 
is that if you know the prices of different articles, you also 
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know their relative values. And if relative prices change in a 
certain way, values will also change in the same way. Rela tive 
changes in prices will reflect relative changes in values. jre- 
over, you can study the effects of general price fluctuatic o, but 
there can be no general fluctuations in values. When prices rise 
or fall the value of money, in terms of which other values are ex¬ 
pressed, falls or rises respectively. Many other problems are simp¬ 
lified by this device of expressing values in terms of money. 
This is all the more welcome, because the problem of value is 
the central problem of economics. It may correctly be said, that 
economics is the study of forces that determine values. 

10 . Value, the Central Problem of Economics. Value, 

we have seen, is the power of a good to command other goods 
in exohange. Why have we to exchange goods? Because 
goods in the modern world are produced under a system of 
division of labour. If every one of us could satisfy all his 
wants by his own individual effoi'ts, there would be no need 
for exchange, hence there would be no problem of value. As 
it is different people are engaged in oroducing different things. 
People do not produce goods for their own personal use ; they 
produce them for the market. They exchange their products 
with those produced by others. For instance a shoe-maker 
does not wear all the shoes he produces and a hat-maker does 
not produce hats for hiinse.lf- They sell their products in the 
market for money. With the money a shoe-maker gets for 
his shoe, he purchases a hat and other things and the hat- 
maker by selling hats purchases shoes and other thing ; and 
thus the people of the world work and sati.sfy each other’s 
wants by a process of exchange. When an exchange has to 
take place it is neces.sary to settle the terms of exchange. In 
the above example it is necessary to settle how many shoe.s 
will command a hat or vice versa, Tliis is the problem of value. 
Economics studies the forces that determine values of different 
goods and also of different services. 

But what of services? Because some people supplj^ services 
in return for getting goods to satisfy their wants. For instance 
a worker in a factory gives his labour,, gets money in return, 
which is called wages’ and by this money he purchases goods 
for himself and his family. How much should a worker of a 
certain kind be paid for his work during a certain period? This 
is a problem of value. One may supply personal services but also 
one may supply the use of one’s propei'ty. A landlord may give his 
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land to a fanner for cultivation and in return get what is called 
‘rent’» a capitalist may lend money or building or a machine 
and get a return which we call ‘interest’ in economics. These 
are all exchanges and involve a problem of value. 

Thus value is central problem around which we can 
knit the wn^e of the study of economics. Economics studies 
all the forces that determine values or prices of goods and ser¬ 
vices. Price, we have seen, is value expressed in terms of 


money 


w 


tl. Scarcity of means and multiplicity of wants. We 

have seen above that economics studies the process of valuation 
of goods and services. This valuation is a relationshii) between 
unlimited human wants on the one hand, and limited or scarce 


means to satisfy these wants on the other. Professor Robbins 
of the London University has recently defined economics as 
"the science tchich studies human behaviour as a relationship 
between ends and scarce means which have alternative uses/' 
Ends” here stand for human wants and “means” for goods 
and services. A few words may be said about this particular 
way of looking at the subject-matter of economics. 


We-have already seen that economics only studies scarce 
goods or wealth in relation to wants. This is because econonnf 
has to be exercised only when goods are scarce. A little reflec¬ 
tion will show that need for economy ni* ec.onomising arises only 
when the following conditions are satisfied: — 

(a) There must be multiplicity of ends. In other words, 
there is large number of wants to be satisfied, e. q., wants for 
food, clothing, shelter, etc., in all the variety of their forms. 

ib) The means to satisfy them must be limited. Pood 
products and sources of food products, various type.s of cloth 
and the materials of which it is made, etc,, are limited in relation 
to the wanhs to be satisfied. 

(c) The meaii.s should be capable of alteinativo uses. 
Lund can be made to produce wheat, barley, cotton, or sugar¬ 
cane, or can be used as pasture, playing.grouml. building site, 

etc. Similarly other materials can be put to more than one use. 


If any of the above conditions is not pre.sent no economic 
problem is involved. For instance, if only one want is to be 
satisfied Lt.e., condition (<7) is absent], it will be satisfied with 
whatever means are available- No question of economy arises. 
Ihere is no choice in the matter. If the means are not scarce 
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[condition {h) is absent], again no economic problem is present. 
And finally if the means are capable of only one use [condition 
(c) is absent] they will be put to that use and the question of 
economy will not arise. If all the three conditions are present 
we are faced with an economic problem. 

12. Definition and Scope of Economics. We are now 
in a position to define economics and narrate its scope. Literally 
the term Political Economy is derived from three Greek words, 
e.g.. Polls meaning a state or an organized society, Oikos 
meaning a house or a home and nomos, meaning a law. Trans¬ 
lated in simple English the term Political Economy derived 
from these Greek words refers to the study of the law of house¬ 
hold management as applied to a .state. 

Economics has been defined by different writers in dif¬ 
ferent ways. Ely calls it “the science which treats of those 
social phenomena that are due to wealth getting and wealth¬ 
using activities of man” while S. E. Thomas defines it as * that 
body of knowledge, or that science which considers the actions 
of man in relation to wealth". The best and most comprehen¬ 
sive definition, however, is given by Dr. Marshall, who says, 
"Political Economy, or Economics, is a study of man's actions 
in the ordinary business of life : it enquires how he gets his 
income and how he uses it : it examines that part of individual 
and social activity which is most closely connected with the 
attainment and with the use of the material requisites of well¬ 
being. Thus it is. on the one side, a study of wealth, and on 
the other anti more important side, a ]>art of the study of man.** 

\ Dr. Marshall’s definition emphasizes two points, namely 
that economics studies ordinary activities of man in his ordinary 
business of life and as siicli it is not concerned with the activi¬ 
ties of extraordinary men, like saints, who have renounced the 
world. Secondly, he einjihasizes the human aspect of the study 
of economics. Man is the central figure and his welfare is the 
main ideal of the study of economics.| 

The earlier economists defined economics as merely the 
science of wealth. This definition was defective because it 
ignored the more important aspect of its study ; namely, the 
study of man. Of what use is the study of the production of 
wealth, without considering the proper application of the same 
for the realization of welfare of humanity ? No wonder, there¬ 
fore, that on the basis of such a defective definition, men of 
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literary taste and social reformers, like Carlyle and Raskin, 
looked upon economics as a sordid science, as the science of 
bread and better and called it merely “the gospel of Mammon.” 
It was also on the basis of this inadequate and incomplete 
definition that some people were led to believe that tlie studV 
of economics inculcates the love for money. But, Dr. Marshall’s 
comprehensive definition allays all such fears. He makes it 
abundantly clear that economics studies how wealth is produced 
and how it can be most effectively used for the welfare of 

humanity. 

With such a definition at hand, it is not at all difficult to 
understand the scope of the study of economics. As to the 
production of wealth it must study the various laws governing 
production and conditions affecting the efficiency of the 
productive system. As wealth is productive for satisfying 
human wants, the study of the consumption of wealth precedes 
the study of production, because consumption is the basis on 
which production must proceed. Only those goods will be 
produced in a country for which there is a demand. The study 
of consumption, therefore, enquires into the principles and laws 
governing our activities for the satisfaction of our wants, e. g.. 
how is it possible to achieve maximum satisfaction with the 
limited means at our disposal. 

After the study of consumption and production of wealth 
we proceed to study how it is exchanged and distributed. The 
exchange of wealth studies the problems of market, the priciples 
governing the determination of price the problems of interna¬ 
tional trade, the instruments of exchange, su(di a.s money, credit 
and foreign exchange and the institutions, e. g., banks dealing 
in such instruments of exchange. The study of the distribution 
of wealth enquires into the principles governing the deter¬ 
mination of .shares of various factors of production, e.g., how rent 
of land, wages of labour, interest of capital and profits of 
organization are determined. 

As all the above activities are carried on under an organ¬ 
ized system of Government, the stmly of the economic functions 
of the state and the methods of securing funds to perform such 
functions likewise falls within the scope of economics. 

IB. Is Economics a Science or an Art ? Before em¬ 
barking upon the discussion whether economics is a science or 
an art, we should know what is science and what is an art. 
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Science is generally described as a systematized body of know 

ledge based on facts which have been impartially observed and 

carefully arranged. But every systematized body of know 

ledge cannot be described as a science. History is such a body 

of knowledge but it is not science. "A positive science” says 

Professor Brij Narain, is concerned with causes and effects 

within a specified field. It explains what it is. It traces effects 

back to their causes and projects causes forward to their effects ” 

It IS not the business of a positive science to declare judgements 

It concerns itself simply to the stating of facts as they are, art 

on the other hand, is the application of science to practical ends 

It IS. in other words, an attempt to realize the predetermined 

end. In the study of science we are never sure of the result 

of our efforts, for we do not know where our investigation will 

lead us. but in art we start, with a definite ideal to fulfil 

and therefore we know what the result of our efforts 
will be. 

Economiiis is both a .science as well as an art. As a 
positive science it investigates the data bearing upon a particular 
problem and as a normative .science it sets up certain ideal on 
the basis of the data levealf^d hy investigation. Having set an 
ideal, efforts are made to realize it and here economics works as 
industrial backwardness of India is the work of the positive 
science of economics; on the basis of this information a suggestion 
for the industrial development of the imuntry lies within the pur¬ 
view of the normative science of economics ; and formulating 
ilefiiiite policies e.g. protection for industries, the establishment 
of industrial banks, etc., with a view to achieve the industrial 
development of the country comes under the art of economics. 

Tliere is a tendency on the part of some modern writers to 
regard economics as merely a science. But as it is clear from 
the above discussion, the study of economics as merely a science 
would not be of much practical use to liumanity. What benefit 

do wo derive, for instance, if scientific investigation reveaU to 

us the causes of India’s poverty, unless some practical steps are 
taken to eradicate the .same ? The eradication of poverty (e a 
the work of economics as an art) is as a matter of fact much 
more important than the knowledge of the causes responsible 
for the same (the work of economics as a science). We there 
fore conclude that economics is both a Science as well as an 
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14. Departments of Economics. For making a scientific 
study of economics the subject has been divided into what are 
called the Departments of Economics. There are four Depart¬ 
ments of Economics :— 

(a) Consumption (/>) Productions 

(c) Exchange (rf) Distribution 

The subject-matter studied by each of these departments 
is given below :— 

(a) Consumption. In the Department of Consumption we 
study the nature of human wants and how they are satisfied. 
Economics tries to lay down in the form of principles or laws 
according to which human wants are generally satisfied. e 
have already seen what is utility. In this department we study 
the nature of this utility or satisfaction derived from a ‘good’. 
Here we are not concerned with how goods have come into ex¬ 
istence and how money has come into the pockets of the con¬ 
sumers. We are concerned with the principles according to 
which the money in the possession of the consumers is spent On 
goods which they can purchase in the market for satisfying 
their wants. We try to know why consumers offer more money 
for certain goods and less for others? Why do they purchase 
more units of certain goods and less units of others. In other 
words we study the forces that determine the demand for goods 
on the part of the consniners or buyers. 

{hj Production. How do goods come into existence forms 
the subject-matter of the Departrtient of Production. Here we 
study what are called the four Factors of Production, viz.., 
Land, Labour, Capital and Enterprise. These factors by their 
co-operation bring goods into existence. The economics of 
production tells us how this co-operation between these factors 
takes place. Why some goods are produced an<l others are 
not produced? Why more of some goods an<l less of others are 
produced ? Why producers are willing to supply some goods at 
higher prices and others at lower prices ? In otlier words in 
this department we are concerned with the forces behind the 
supply of goods, especially good.s that can be reproduced. 

(c) Exchange. In the Department of Exchange the equili¬ 
brium between the force.s of Supply and Demand is studied. 
Here we are concerned with the determination of prices of 
goods. Why prices of certain goods are higher than those of 
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others? Why prices are higher at one place and lower at an¬ 
other, and higher at one time and lower at another ? Price we 
have seen is value in terms of money. What is money? How 
does it come into existence? Value and money are studied not 
only in their national but also in theii' international aspect. 
Moreover the nature and functions of banks, the creations of 
the various kinds of money receive our attentio)i. 

id) Distribution. The Department of Distribution is an 
extensioTi of the Department of Kxchange. Here we study how 
values of services are determined. Take the value of labour 
which is called wages. The Economics of Distribution helps 
us to understand why wages are higher for certain people and 
lower for others. ^Vhy are the5' highei' at one place and lower 
at another and higher at one time and lower at another. 
Similarly as regards interest, rents and profits, we are told why 
they are what they are. In short in this department we study 
how the four factor.s of production—Hand. Labour, Capital and 
Enterpi'ise get their rewards for services performed by them 
in the ])roduction of goods. 

15. Inter-relation of the Departments of Economics. 

Economics. dhe four-fold division, into which economic 
activity has been divided, must not be taken as water-tight com¬ 
partments of the stu<ly of the science of economics. They are, 
rather, very clo.sely related and inter-dependent upon each 
other, so luntdi so tliat in reality they are merely four phases of 
the same thing. The division lias been made only with a view 
to facilitate the study of economic theory : otherwise how 
closely related to one another these so-called departments of 
economics are will be clear from the following lines. 

Consumption und /Production. Consumption is the basis 
on which production proceed.s. for an article must be deman¬ 
ded for consumption before it can be ]>roduced. Consumption 
also dctermine.s tlie nature and scale of production, because 
only tliose goods and of that (piality will be produced as are de¬ 
manded by consumers and they will be produced only to that 
extent e.g., on small or large scale of production, which is 
warranted by the demand for them. 

Conversely, production also affects consumption. In mo¬ 
dern communities the producer quite often takes the initia¬ 
tive in producing the article and then creating demand for it 

by means of adverti.seinent telling people about the advantages 

of its use. Thus it appears that consumption and production 
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are very alosely related to each other and act and react npon 
each other. 

Production and Exchange. Similar close relationship 
exists, between production and exchange. Modern production 
is carried on large scale and mainly for marketing purposes. 
Nobody is self-sufficient ; everybody exchanges his surplus with 
the .surplus of others in order to satisfy his varied wants. Thus 
the total volume of exchange necessarily depends upon the 
volume of production. On the other hand means of exchange 
influence the volume of prodiiction. A better organized and 
efficient system of exchange will encourage production while 
an inefficient one will decrease it. 

Production and Distribution. The total amount of wealth 
produced by a nation is distributed among the factors of pro¬ 
duction, e.g., land, labour, capital, and organization, which 
have co-operated in bringing it into existence. The sha<re of 
each factor of production depends upon the size of the total 
production or National Dividend, as it is called. Larger the 
size of the National Dividend, greater the share of each factor 
of production and rice versa. 

The nature of distribution also affects production. If the 
distributive system is sound and everybody gets his due share 
so that the total wealth of a country is evenly distributed 
among her inhabitants, the amount of production will be 
maximum. Under an unsound distributive system leading to 
the concentration of wealth in a few hands, the scope of pro¬ 
duction will necessarily be reduced. It is therefore clear that 
production and distribution are closely related to each other. 

Distribution and exchange. We have seen that the total 
amount of wealth produced in a country is di.stributed among 
its citizens. This distribution of the National Dividend is 
made possible by exchange. Money is the chief medium of 
exchange in modern communities. It is in terms of money 
that rent to landlords, wages to labour, interest to capitalist 
and profits to organizer are paid. With the money thus receiv- 
ed for their respective services, the various recipients of dis¬ 
tributive shares are enabled to purchase commodities for their 

direct consumption and these commoditie.s are made available 
to them also through the exchange facilities existing in the 
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The mode of distribution will likewise affect exchange 
through production. Better distribution, more production and 
greater exchange is a chain that runs unbroken. The reverse 
of this is equally true. 

DistrihtiHon need Consumption. Prom^yjshat has already 
been said in previous paragraphs, it is not difficult to see the 
close relationship between distribution and consumption. There 
can be no consumption unless the wealth produced by the 
members of a society has been distributed among them. Simi¬ 
larly proper consumption encourages production and this in its 
turn increases the shares of distribution. 

Consumption and Exchange. The primitive man con¬ 
sumed whatever he produced, but the modern man is quite 
different from him in this respect. For the consumption of most 
of the commoditie.s he depends on his fellow beings and these 
things are made available to him through the system of ex¬ 
change. He exchanges the surplus amount of his product for 
the various articles he needs for his consumption. An efficient 
system of exchange increases the amount of consumption by 
encouraging production, and a well-balanced consumption 
encourages exchange by improving the efficiency of production. 

16. Economic Systems. We have seen that Economics 
studies man as a member of society. Society is an organized 
group. Organizations may have various ends in view. Political 
organization for protection of life and property ; religious 
organization for attaining spiritual ends ; various forms of 
social organizations for regulating social intercourse, etc. 
F.conomic organization regulates economic activity. Economic 
activity, moreover, does not stand isolated. Xt is luidertaken 
within the limitations imposed by law, custom and social conven¬ 
tions. Different types of regulations of economic activity give 
rise to different economic systems In the modern world three 
broad types of economic systems may be noted : 

(rt) Capitalism. This is the most common system and 
obtains in its most developed form in countries like Great 
Britain and the United States of America. 

(hi State Capitalism roughly called Socialism. This 
system is in practice in Russia—the U. S. S. R. 

(c) State Controlled Capitalism— Fascism in 
Italy’aud National Socialism in Germany. 
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In this book we shall be concerned with (a) only. The 
three systems, however, may be briefly distinguished. 

{«) Capitalism There are two dominant characteristics 
of this system : Private property in the means of production 
and freedom oCejjJerprize. The first implies that land, mines, 
factories, machines, etc., i,e., goods that are used for farther 
production, are privately owned and can be inherited. The 
second means that every one in possession of economic power 
either in the form of property or labour can utilize it in any 
way he likes. You can grow whatever you like in your land 
or produce whatever you please in your factory. You may 
work or you may idle away your time. You may adopt any 
profession (with due qualifications) as you may wish. This 
freedom, however, is not absolute nor is your right of property 
absolute. Your State does impose certain limitations in the 
common interest. But within these limitations a vast scope is 
left to your own initiative. 

ih) State Capitalism. In this system, as it obtains in 
Russia, the means of production are owned by the State or 
the community and there is no freedom of enterprize. Every 
one must work according to the plan approved by the State- 
Private property is, however, allowed in things of personal use 
and also in minor in.struments of production which do not lead 
to employment and exploitation of ot.her.H- 

(c) State Cantrolled Capitalism. In thi.s system (of Italy) 
private property in the means of production is recognized and 
private initiative in economic matters is also preserved. But 
both private property and private enterprize are strictly regu¬ 
lated by the State. This control is exercised through the for¬ 
mation of various association.^ of economic interests. Tjabour is 
regarded as a social duty. Strikes and lock-outs are forbidden. 
Permission of the State is required for every new enterprize and 
for the extension of the old. 

As we are living under the capitalistic system, we shall 
only study economic activity under the conditions imposed by 
that system. 

V; The Utility of the Study. “Wliy do we study eco¬ 
nomics? it may be asked. Ultimately all knowledge is acquired 
o make human life fuller and happier. Some knowledge is a 
direct source of inspiration and liappiness, e.g., literature. 
Uther knowledge shows us the methods of doing certain things 
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e.g.^ music, engineering, medicine, etc. These are arts. Some 
knowledge aims at discovering underlying principles that 
govern the material universe, e.g., physics and chemistry. These 
are physical sciences. Finally, some knowledge discovers and 
enunciates the general principles (or uniformities) that under¬ 
lie human conduct in the mass. There are social sciences. 
Economics belongs to this last category. 

But why does Economics discover social \iniformities—i.e., 
the relationship be^een cause and effect. This is to guide 
human conduct in the solution of practical problems of every 
day life. Economics analyses the economic sy.stem and enables 
us to .study its working. By this method we can detect the 
shortcomings of the system, which is the first step to put it right. 
This is true as much of the system as a whole consists of its 
individual parts or portions. 

Take tlie point of view of the community or the country 
as a whole. A country is prosperous in proportion to the ability 
of its population to maintain a high standard of living. The 
standard of living in its turn depands upon the amount or quality 
of goods and services that the people can produce within a 
given period of time. The individual standard of living is also 
determined by the way the total prodiiction is shared by the 
people. In primitive societies this process of production and 
sharing (or di.stribution) was quite simple. In modern advanced 
societies the working of the economic system has become 
extremely complicated. Goods are produced, as we have seen, 
under a system of minute division of labour. Individuals 
produce only a small portion of goods and services they 
consume themselves. They sati-sfy their wants largely by 
exchanging their production with a host of other producers. 
This exchange takes place in the market through the medium 
of money. The terms of exchange (or value), as we have seen, 
are determined by innumerable forces. From production to 
consumption it is a long process which involves the interme- 
' diate stages of distribution and exchange. All these four 
processes—of production, distribution, exchange and consump¬ 
tion—from a chain, as it were. But they are deeply inter¬ 
mingled. Economics help.s us to understand this complicated 
working. With its help we are able to isolate individual 
factors and forces and can weigh their influence on the system 
as a.whoie. 
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It Will be instructive to see how economics helps us in 
vol-.^tion to the four aspects of economic activity studied in the 
four departinents of economics already described. 

Production. Economics does not tell us anything regarding 
the technique of production. For instance, if you want to start 
a sugar mill the economist will not be able to tell you what site 
to select for your factory, what sort of a building to construct, 
how many labourers to employ, what kind of machinery to use, 
what quantities and qualities of sugar to produce. He will 
however enunciate the general principles according to w liich 
these decisions tend to be made. Why particular sites are 
selected out of a number of clioices? Why macliines are 
preferred to labourers oiwvVe versa. Why small scale production 
is less economical than large scale, under given conditions of 
technical knowledge and markets, etc. The point of view of the 
economist is liow to achieve maximum results with minimum of 
cost under given conditions. The knowledge of economic 
principles can help you to make correct decisions because you 
can by its help understand not only tlie immediate, but also the 
remote consequences of your decisions. It saves you from being 
penny wi.se and pournl foolish. 


Di.'itrihution. Production is the result of co-operation 
between what are called the factors of production. They are 

land or gifts of nature: labour, physical and mental, capital 
(material means of iiroduction like machines, factories, etc,)t 
whicli is the result of labour i)ei formed in the past: and enter¬ 
prise which brings together the first three factors of production 
for the purpose of production. These four factors get their 
rewards in the form of rent, wages, interest and profit, respec¬ 
tively. This reward is the ])rice of their services. It is not the 

function of economics to tell you how much you should pay to 

each of the.'-e factors of production. Economics explains the 

forces that determine the share of these factors in the present 

economic sy.stem. Economics can explain whv rents are high 

wlien they are high or interest rates are low when they are low, 

Why wages differ in different employments and profits in 
tlinereiit enterpri.ses. 

vn.. , As retraiils excl.ange the pconomist cannot tell 

you what particular puces to charge for particular coinmotlities 

\Vhv nr"" are what they are. 

oL .f 1 V''® that bring 

about particular prices into effect. 
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Consumption. iSimilarly witli rei^arcl to consumption which 
is the tinal aim of all economic activity, the economist cannot 
guide as to wJiat tastes to acquire, wliat to consume and what 
not to consume. He can however tl»row light as to the general 
principles according to wliich a consumer spends his income on 
the various goods and services available to him. 

Kronomics and the :Sfates. The state is the political 
organization of society. Its primary functions are the protec¬ 
tion ol life, property and honour of its citizeiis from internal 
and e.xternal encroachment. But modern states have under¬ 
taken far-reaching functions in relation to economic activity of 
the people. Tlie state regulates, encourages, controls and in 
certain cases directly pursues economic activity. Moreover the 
state has to find income through taxes and loans to finance its 
political and economic activities, The sciem^e of economics 
throws light on the i)roblems tliat the state Iuls to face in all 
these (‘onnections. For instance, by the help of the knowledge 
of econr.inlcs a tinance minister can uiulerstaml tlie iin»neiliare 
ami jdtiniate effects of particular ways of raising liis revenues, 
anil undertaking expemliture. and the Government can similarly 
visualise tli(‘ coii.soiiucnces of particular lines of policy on the 
materisil welfare of the people. 


Kronotnics and Cov.ertff. A country is poor if the vast mass 
of its peoph' are unable to get the primary necessities of lifelike 
food, clothing and .shelter in ai.leqnate tpiantities Economics 
throws light on the causes of poverty. By analysing tlie actual 
working of the economic system. It reveals the defects in the 
economic organization of a country, which prevent the utiliza¬ 
tion of its resources to maximum advantage. In this way 
possibilities of reform are indicated and the problem of poverty 
s brought nearer solution. 

Take the case of our own country. By asystematic study 

of our economic conditions it has been revealed that the poverty 

of our mas.ses is due to excessive pressure on the soil, which in 

its turn is the result of uncontrolled increase in population, 

wliich combined with the svstein.s of land tenure and laws of 

% 

inheritance on the one liand and rhe absence of alternative 
sources of employment on tlie other, has led to sub-division 
and fragmentation of holding.s, primitive methods of cultivation, 
meagre productivity and poverty. Having known this we 
are in a better position to set about the task of removing that 
poverty. 
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It may, therefore, be briefly stated that the study of 
economics widens our outlook on life ; that it enables us to 
understand the complicated organization of industry and equally 
complicated working of the economic mechanism ; that it makes 
Us realize the value of individual, national and international co¬ 
operation ; that it enables us to devise ettective means witli a 
view to solve our economic problems ; that it helps us to under¬ 
stand the anomalies of unequal distribution of wealtli ; that it 
makes it possible for us to appreciate the justification for the 
payment of taxes; and last not least it enables us even 
to read our daily newspaper with better intelligence, for a 
good portion of the material presented in them has economic 
bias. 

We are now in a position to summarise the various points 
we have mentioned regarding the subject-matter and utility of 
economics. 

Economics is a systematic body of knowledge whicli 
analyses the various forces determining the economic system of 
a country. These forces are constituted by human mass activity 
within the given legal framework of society organized as tlie 
state. Ecniioniics, however, does not study all the aspects of 
human activity. It only studies that aspect, of liinnaii conduct 
which appears as a relationship between multiplicity of ends 
and scarce means having alternative uses. The ends liowever 
are only tliose the strength of motive behind which is measur¬ 
able in terms of money. The analysis of economic forces is 
not undertaken as an end in itself, but to obtain guidance for 
improving the economic system in such a way as to enable 
the people to acquire the maximum standard of material pros¬ 
perity possible under the given technical progres.s and re¬ 
sources oi tJie country. The ultimate aim is the abolition of 
poverty. 

Summary 

Wants tliP starting point ot all Economic ar.livity—man wants food.cloth- 
jng and shoUer. ond as he becomes muie civilised he wants better and better 
kmds of these tilings. Anything which sulisftes a human want is called a 

The want-satisfying power is called Goods may be 

like air, sunshine, etc., or emnomir ffoot/x which are scarce ewheat, books, 
clothes etc. Economics is concerned only with economic goods. 

1. Other classes of goods, s 6 Goods of the 1st order—Goods which 
satisty wants directy. Goods of the 2 nd order—Those which satisfy wants 
indirectly. They help in producing goods of the 1st order. 
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2. Material Goods, e.tj. tables and obairs. 

Non-inaterinl goods e. g. goodwill, ability and skill. 

3. Private Goods. Sowned by an individual e.g. bis clothes. 

Public goods—Land, forests etc. owned by the state. 

4. Traasferable Goods. Chaii.s lable, books etc. 

Non-transferable goods—‘personal’ skill. 

5. Necessaries, i^ecessui-ife of life —absolutely essential for maintaining 
life i.e. food, clothing, etc. 

yecesxarie^ of efficiency, e. g. milk. 

Comfort —things needed to make one comfortable. 

Wealth — it includes all economic goods. 

Indiriduat uefilih — o. person’s property both material and non-material. 

Personal ifto/z/i-—person’s ability. 

National wealth—WxQ wealth of the whole country including climate etc. 

Cosmopolitan wealth —the wealth of the whole world including inventions, 
writings and lives of great men. 

Poieniial wealth —which has not yet been developed. 

Value —It means value in ex<?hangc. 

Price —value expressed in money. 

1 (line is the central proldeot of Ours is an exchange economy ; 

goods and services have to exchanged both for consumption an<l produc¬ 
tion. Eounoniics studies the forces which doteiinine value of goods and 
services. 

Scarcity of me.an^ and multiplicity of ivants —Our wants arc unlimited but 
moans to satisty them arc limiteil. Wo must therefore choose whicti wauts 
to satisty. Econoinics has been therctorc detined l>y Robins as a science wliicb 
studies liuinait behaviour as a relationship between ends ami scarce means 
which tinv«! altci tiativo uses. 

Definition. It studios actions of man in relation to wealth (Thomas). It 
studies man’s actions in the ordinary business of lile (MarsliHll). The earlier 
economists were wrong in dertning it as acience or wealth. Is Economics an 
art, a science ; It is b»)th. It investigates economic data and also helps in 
the solution of practical inoblcms, like poverty. 

Departments of Economics. 

Consumption. Satisfaction of human wants. 

Production. It studies how land, labour, capital and organization co- 
iipernte in the production of wealth. 

Exchange. It is concerned with determination ol pricefi throngh the 
forces of demand and supply. 

histrihution. Tho sharing of wealth among the four foctors of productioti. 
All these departments are intei •related and inter-dependent. 

Economic Systems 

Capitalism. When inoatts of production are owned and controlled by 
private individuals. 

Socialism. When they arc owned and controlled by the state. 

Eascism or State controlled capitalism. When both capital and labour have 
to work nmler the direction of the state. It prevailed in Germany and Italy. 

I'lititg of Economics. It gives useful knowledge about human conduct. 
We come to understand the working of the Economic Systejn. Production toll 
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as how business is organiKed. Consumption tells us all about human wants and 
how they arc satisfied ; Exchange how prices are determined and distribution 
explains the unequality of wealth distribution. 

Exercise 

1. Economics is the science of broad and butter or dal and roti. How 
far is this view of the subject-matter of Economics correct ? Give your own 
definition of Economics. P. U. 1942. 

2. v^What do you understand by the term value ? Can yon see any difler- 
enco in the use of this term in the following sentences 

(a) There is nothing more valuable than a good friend. 

(b) The value of air for human life is immense. 

(c) Values have been rising recently due to war. 

(d) Gold has more value than silver, P. U. 1943. 

3. ‘Economics is the study of principles according to which limited 
means arc used for the satisfaction of unlimited wants.' Explain the above 
definition of Economics by giving simple examples. P. U. 1943. 

4. '^Distingui.sh between money and wealth. 

6. Define wealth. What does an iiidividuars wealth consist in ? Will you 
include a man’s skill or his sense of doty in the list of his wealth ? Give 
reasons. P. U. 1944. 
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CONSUMPTION 

CONSUMPTION AND HUMAN WANTS 

1. Introduction. We have seen in the last chapter tliat 
the central problem of economics is the problem of value. We 
shall see later that value is determined bj’ the interectron of 
the forces of supply and the forces of demand. Supply is con¬ 
trolled ultimately by protluction and demand by consumption. 
We now take up the stinly of consumption. In thi.s chapter we 
intend to make the meaiiinjj of consumption clear and to examine 
the laws j?overnin^ consumption. 

2. Meaning of Consumption. At the very outset we 
must be clear about the meaning of consumption. Early econo- 
mi.sts described consumption as synonymous with destruction 
such as lire consuming wood. This, however, was an erroneous 
view, for consumption in the right sense of the term does not 
mean the destruction of Matter. Matter, as we kiiow, is indes¬ 
tructible and no amount of human eti'oit can either add or detract 
an atom of matter existing in the un»ver.se. Dr. Marshall defines 
consumption as "negative production’', e.g., the use of wealth 
for the satisfaction of human want.s. Some late writers have 
described it as destruction of "utility’' or destruction of "econo¬ 
mic utilities.’’ The best delinition, however, is that consumption 
is the <lestruction of value. The term value includes "utility’’ or 
"economic utilities". 

3. Kinds of Consumption. Consumption deals with the 
satisfaction of human wants, for it is generally in the act of 
satisfying human wants that the value of an article is destroyed. 
Consimiption. as such, has been classified under the following 
three heads: — 

(i) Direct or unproductive, consum'ption. When ^ve use an 
article directly for satisfying our want, e.g. drinking water for 
cjuenching thirst, eating bread for satisfying hunger, or wearing 
clothes for coveiing the rjaked body, the article i.s saiil to be 
directly eonsuine<l. Sucli a use of the article is called unproduc¬ 
tive becan.se it is not utilize<I for furthur production of wealth. 
This kind of consumption is ahso known as final con.sumption, 
for the value t*f the article is destroyed in the very act of 
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(iij Indirect or p)’oductic€consi(tiq7tion. An article is sail! 
to be iiulirectly or proiiuctively used wlien it is employed as a 
means (or producin'; of direct consumption. Tbe tools 

and implements of a carpenter, a shoe-maker, a weaviM* or a 
goldsmith are illustrations of productive consumption, for tliey 
are used to manufacture such articles as ^ve ilirectly consume. 


{Hi) II’«.s7c/W/ consumption. Some writers have described 
the accidental ilesti uction of value as wasteful consumption, 
for it is not utilized for direct or indirect satisfaction of human 
wants. A newly-built house may catch tire and be reducecl to 
ashes. Tlie value of this liouse. which might Iiave served for 
seveial generations as a comfortable abode for a good family, has 
been suddenly destroyed. Jlence, it is called wasteful con¬ 
sumption. 


4. Importance and Scope of Consumption. Karlier 
economists did not uttacli mucli importance, to consumption and 
therefore assigned it a secondary i)lace in their treatises on 
economics. They believeil that wealth is produced for satisfy¬ 
ing human wants and therefore regarded consumption as an 
implied end of production. Later economists liave laid greater 
emphasis on the welfare of mankind by the i)roper utilisation 
of the wealtli produced than on tlie production of wealth itself. 
Consumption, therefore, has now come in the forefront. It is 
fully appreciated that the production of wealth does not 
elevate humanity to a higher plane; it is properly guided con¬ 
sumption whicli can do so. 


As a matter of fact, consumption is now looked upon a.s the 
‘be all and end all” of human economic activity. It i.s con¬ 
sidered as a basis on which production proceeds and at^ the 
same time as the final end of production because it leads to the 
satisfaction of human wants through exchange and distribution. 
If there were no human wants to be satisfied, there would be 
no consumption, nor would there be any production, exchange 
or distribution, for there would be need for these. No wonder, 
therefore, that consumption i.s now riglitly regarded at the most 
important of all departments of economics and occupies the 
first place in every treatise on this subject. That is also tlie 
justification for the study of consumption before production. 

The study of consumption eiirpures into tlie nature of 
human want.s and tlie laws governing the satisfaction of sucli 
wants: methods of .securing maximum satisfaction with 
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miniinum expenditure; and the reactions of consumption on 
production. 

5. Human V^^ants. We have said that consumption deals 
with the satisfaction of human wants. It is therefore necessary 
to enquire into the nature and characteristics of human wants. 

Man has different kinds of wants. He may want to build 
up a fine physique, to have good and sincere friends, or to 
improve his moral character. Such wants are uneconomic 
wants, because no economic effoi t is iiece.ssary to satisfy tljem; 
they have no money value. But there are other wants, the 
satisfaction of which requires economic effort, they have money 
value and can be satisfied by payirif^ a price for piuxhasinff the 
needed article. For instance, you can satisfy your hunger by 
purchasing a meal at a restaurant; you can wear clothes only 
after you have purchased the cloth and have it tailored; and 
3 ^ou can reside in a hon.se after you have built it by incurring 
the necessary expenditure required for its construction. Econo¬ 
mics deals with only the second kind of wants, economic wants, 
the satisfaction of which requires some economic effort. 
Uneconoiriic wants are outside its scope; you may want SiCfff'oJ 
for your country and may w’ork for its realization, but econo¬ 
mics has nothing to do with it, for it cannot be purchased with 
money. 

Economic wants may be natural or acquired. Those wants 
which we feel in common with the other animal kingdom and 
are of the nature of physiological necessity, e. g., wants for food, 
drink and shelter, are known as natural wants. And those 
wants which are of higher types and are intended to satisfy 
our finer tastes, such as wants for well-cooked and better 
seasoned food, for wearing better clothes, for living in sanitary 
liouse.s. for reading newspaper, books and magazines, etc., are 
classified as acquired wants. 

Whether a certain want is good or bad. or ethically right 
or wrong, is no concern of economics. Econoinic.s deals with 
liunian wants in general. Due to man’.s social and cultural 
develo|)[nont such wants have assumed certain definite charac- 
teri.stic.s, \vhich we proceed to familiarize onr.selves with. 

6^ ' Characteristics of Human Wants. With the develop¬ 
ment of man in the scale of civilization, liis want.s have multi¬ 
plied. Waiit.s have become more refined, so much .so that they 
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have acquired certain definite characteristics. The study of 
these charactGi'istirs needs special attention because they con¬ 
stitute the basis for most of the laws which govern our daily 
consumption. Main characteristics of human wants may be 

briefly described as follows :— 

(i) ore nmoeroiis. In the world of economics man 

is said to be a bundle of wants, which know no end. As soon as 
one desire is satisfied another one crops up. A student, for ex¬ 
ample, wants to pass his examination. He works hard, and 
finally succeeds in his examination. As soon as his result is de¬ 
clared. his desire for higher study crops up, but the securing of 
M. A. or even a Ph. D. degree is no end to his wants. He then 
wants to be well fixed up in life and a.s soon as a nice post is 
available, the want for marriage appears along witli a host of 
other wants directly connected with it, e.g.y an educated, cultur¬ 
ed and beautiful bride, a handsome dowry-cash or car and what 
not ! Even an all-round satisfactory marriage does not put an 
end to his wants ; now he wants a beautiful liouse, to have child¬ 
ren, to educate them as best as he can, etc. etc. His wants end 
only with the end of his life. 

(iij Wants are satiable. Though there is no end to hu¬ 
man wants and they are really numerous, but each one of them 
separately is satiable. You want to pass your examination and 
you pass it; your want for an entertainment is satisfied by going 
to cinema or a dance. Your wants for quencliing thirst is 
satisfied by drinking a glass of milk, soda lemonade or simple 
water. 

An exception to this characteristic is sometimes pointed 
out in the case of money. Want for money is never satisfied; 
the more one has more does he want additional quantities of it. 
But if we analyze it correctly, we shall see that this is true only 
in the case of extreme misers. With ordinary men even the 
want for money is satiable, for a certain amount of money is cer¬ 
tainly needed to have a decent life but anything beyond that is 
superfluous. 

(Hi) Wants are rompefitire. There being a number of 
wants always present in our mind, they compete with one anothei’ 
in attracting our attentioii to satisfy them. As economical in¬ 
dividuals, we trj' to compare and satisfy them in the order of 
their intensity. If you have a limited amount of money at j’^our 
disposal and you want to buy books, c.lothes, shoes, socks, 
neckties, etc., as an intelligent student you will first buy books 
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and then pick up certain clothes, a pair of shoea or socks, or a 
tie as the need arises. 

(n-) Want.'i are complementary. Some wants serie as 
complementary to each other, you want to use fountain pen 
hut ,t cannot be used without ink. Tlie want for the use of 
hockey stick must be complemented with the want for hockey 

(rj tnnt/ be both competitive and compUmentarii. 

Certain wants are complementary at some stase and competi¬ 
tive at another. Tiie want for the use of machinery and for 
the employ,nent of labour are complement durin^r the short 
period of time, because machinery cannot he manufactured and 
orierate.l without labour. But in the Ion- run, they come to be 

competitive, because machinery is faster and a little macliine 

operated by one man. can turn out a^j much work as ten man 

would be able to do and thus it throws nine of them out of 

job. 

■ (dternative. Some wants can be satisHed by 

nsinjr different articles. You can satisfy your hnuffer by consum- 
int: dn! and voti, nee. or 1.ananas. Likewise the want for having 

a hot dunk can be sati.shed by havinf; a cup of tea. coffee 
cocoa or cboeolate. ’ 

(vii; Wantfi tend to recur and become habits. Certain 
wants if satisHed without any prudence or discrimination tend to 
recur and become permanent habits. You must have seen 
some cases of opium eaters, drunkards or smokers How 
<]uietly and secretly do they begin —taking such things at long 
intervais—and how reckless habitual consumers of such drugs 

do they ultimately become even at a cost of losing their whole 
fortune in the bargain ! 

(r/ii) ITant-s are eoncentional. Some wants are created by 
social conventions and an individual has to satisfy thein 
though per.soually he may have no liking for them, e.g. expenses 
incurred on the celebration of births, deaths, marriages or pre¬ 
senting of dowries, etc. 

7. Laws of Consumption. The satisfaction of human 
want IS not carried out haphazardly. As a matter of fact 
there are .several laws governing our daily consumption and 
they constant ly operate in guiding us to make our decisions 
Whether we are conscious of them or not is of no practical 
importance. The fa«'t remains that we are constantly guided 
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bv them in making our economic decisions in the field of 
consumption. We may now enquire into the nature of these 

l&'WS 

' (ijThQ laic ofdiminifihing ufilifi}. Tliis is the most impor¬ 
tant law of consumption. Stared in simple terms it means that 
as we go on consuming a certain article, the satisfaction derived 
from the consumptirm of its successive units continues to 
diminish. Take the case of a hungry man. 'I’lie first chapofl 
that he consumes when his hunger is at the highest pitch, brings 
him the maximum amount of satisfaction, second chapati much 
less than the first and so on. More about this law in the 
following chapter. 


(ii) The laic of rariefp. Variety, they say, is the spice 
of life. This is particularly true in the field of consumpl ion. 
We get more satisfaction from the consumption of a variety of 
goods than the consumption of the same good. Compare the 
satisfaction derivetl from the constant consumption of dal and 
roti every day with that derived from the consumption of a 
varied menu, according to which several di.shes are served at a 
meal and every new meal brings a fresh variety of dishes. 


aii) The law of harmony or the law of right proport ionfi. 
Our satisfa<‘.rion is increaseil from the consumption of an article 
which has been prepared by mixing up its ingredients in proper 
proportions. In the preparation of meat if your servant 
carelessly puts a little more of red pepper than is required, it 
spoils the whole taste: and a little too much water in the 
preparation of pudding will make it a hopeless mess. 

(ic) The laic of Imitation. In the consumption of several 
articles we are guided by imitation. One college stmlent may 
posse.ss a dozen .suits but to get another one just like that of his 
friend will tremendously increase his satisfaction because he 
likes to look as his friend looks — he imitates his frieml. 


The law of economic order, substitution, indifference 
or equimarginal utility. In the consumption of a group of com¬ 
modities we try to pick them uji in the order of their economic 
importance an<l consciously or sub-consciously we try to .sub¬ 
stitute one thing for anotlier and rice rer.sa only with a view to 
weigh their economic importance. In making rhi.s decision we 
are quite indifferent to the nature or physical appearance of the 
article concerned; whichever article is expected to increase our 
satisfaction in a greater measure gets the prefereiice uf- choice. 
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such choices, our final aim is to maximise our 
satisfaction and this can be possible only when we have so 
arranged our consumption as to fi&t equal amount of utility irom. 
the consumption of the last unit of all articles. We shall have 
to say something more about this law in a subsequent chapter. 

% ^>( 7 ^*) The law of family budget or Dr. EngeVs law of con¬ 
sumption. A German economist. Dr. Ernst Engel, formulated a 
law which governs the consumption of the members of a family 
according to tiie family income. Stated briefly and in simple 
terms the law means that as the income of a family increases, 
its percentage spent on food, clothing and slielter decreases! 
that spent on comforts remains the same and on luxuries 
increases. On the basis of his scientific investigation of family 
budgets conducted in 1857 Dr. Engel arrived at certain definite 
conclusions, which may be summarised as follows:— 

<1) The greater the income of a family, the smaller is its 
percentage spent on subsistence; 

(2) Tlie percentage of income spent in clothing remains 
approximately the same with any variations in income. 

(3) The percentage of income spent on rent, fuel and 
light is invariably the same. 

(4) As the income increases, higher percentage of it is 
spent on sundries, such as education, recreation, personal service 
etc. 

(5) With increasing income consumption becomes more 
diversified in nature. 

The following table prepared by Dr. Engel proves the 
above propositions. 


porcontages of the expenditare spent by a family 


Items of expenditure 

1 

An income of 

2 

An income of 

3 

An income of 

1 

£45 to £60 

£90 to £120 

£150 to £200 

1 

1 

a year 

a year 

a year 

1. Food ... 1 

62% 

66% 

60% 

2. Clotiiing 

16% 

18% 

18% 

3. Rent, fuel and Sight 

127o . 

j 17% 

12% j 

17”/„ 

12% \ 

17% 

4. Education, religion 

6% 

6%) 

6%! 

etc. 

2%1 





Legal protection 


3-6% 


3-6%. 


Care of health 

1% 

■ 6% 

2-0% , 


307o 


Comfort and recrea¬ 

1% 

2-0% 

■10% 

30% 

M 

CD 

tion 

1%- 


_ 


3-57« 

1 
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L/ater investigations condactud into family budgets by 
various other economists indicate that Dr. Engel s first, fourth 
and fifth conclusions are of universal application but second 
and third propositions need modifications at ditterent times and 
in different countries. But the law as a whole is applicable to 
India and it can certainly be accepted as a general tendency 

everywhere. • 

The practical importance of this law, however, lies in 

the field of taxation. Taxes on articles of the nature of neces¬ 
saries. on which the major portion of a poor man’s income is 
spent, should be scrupulously avoided, while graduated taxes 
may be imposed on articles of comfoit and luxuries, which are 
consumed by well-to-do people- 

8. Necessaries, Comfort and Luxuries. The varioms 
articles of our daily consumption are classified into necessaries, 
comforts and luxuries. We may now briefly describe these. 

it) i^f^.cessaries are those goods the consumption of which 
is essential for the maintenance of human life- Such necessaries 
are further divided into four kinds, namely (rt) necessarii\s of 
life €.g.^ minimum of food, clothing and shelter to keep the soul 
and body together ; (h) tiecessaries of effirieiny e.g., articles 
such as milk, butter, etc., the consumption of which though nor 
essential for the maintenance of human life is conducive to 
efficiency ; (c) habitual necessities e,g., goods tlie consumption 
of which is neither essential for human life nor conducive to 


efficiency hut has become a matter of habit, sucli as the consump¬ 
tion of tobacco, opium or alcoholic drinks and id) conventional 
neces<iaries e g.^ goods which are consumed due to social custom 
prevalent in a society at a particular time, such as wearing of 
new clothes and eating of sweetmeats by our village people on 


special occasions like fairs, marriages, etc- 

(f) Comforts are those goods the consumption of which 
adds to our efficiency in a greater measure than tlie expenses 
involved in their consumption. For instance, a bic.ycle for a 
• ‘.ollege student who has to come from a distance of five miles 
is not a matter of necessity for he can come to the college on 
foot, but by using bicycle he saves time which he can usefully 
employ in his studies. A college professor may ju.st as well sit 
at his study table without an electric fan, but the u.se of fan 
improves his efficiency greatly. 

{Hi) Luxuries are those goods the consumiffion of which is 
either not at all or very sliglitly conducive to efficiency and it 
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may even sometimes result in reducing efficiency. For 
instance, a silk shirt worn by a peasant wJiile ploughing his 
field, a peg of whisky consumed by a factory worker earning 
!Rs. 30 35 a month, or a car maintained by a college professor 

with a salary of !Rs. 200 per mensem. 

The division of various goods into necessaries, comforts 
and luxuries is not so rigid. ^Vhethei* tlie consumption of a 
certain article by a certain individual would be regarded as 
a necessity, comfort or luxury depends upon his financial 
position and the purpose for ^ hich the article in question is 
being used. The same article may be a necessity for one 
person, comfort for another and luxury for the third. The use 
of a cal', for instance, by a medical practitioner who has to 
visit liis patients living far apart or by a big businessman 
having his business .scattered all over the country is a matter 
of necessity, but the same car for an average businessman may 
be a comfort and used by a person of limited means it may be 
a luxury. The same car, when used by a doctor to visit his 
patients, is a necessity but it is a comfort when he uses it for 
taking his family out for an evening drive. 

9. Should luxuries be Condemned Altogether? We have 
seen above that luxuries do not contribute much to efficiency. 
Then should they be condemned altogether ? Under certain 
circumstances luxuries may justifiably be condemned. 

ii) When a poor person spends his money on luxuries while 
starving himself and his faimly of necessaries and comforts of 
life he is to be condemned. For instance many factory hands 
in Bombay and other industrial areas waste their meagre earn- 
ings on drink : many villagers spend extravagantly on social 
ceremonials, melas and litigation. This is wrong. 

Hi) When in a nation the richer classes waste their money 
on superfluities of life like liquors and other low pleasures while 
the vast mass of the people are not able to keep their body and 
soul together such consumption of lu.vuries is also to be condem¬ 
ned from the national point of view. 

Some people justify' such use of luxuries on the ground that 
it creates work for the people. This is a fallacy. Mere creation 
of work is not necessarily good for a country. The same 
resources of the country—laboxir, capital, etc., which are used 
for the production of such luxuries could be used more profitably 
for the production of necessarie.s and comforts for the underfed 
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and the under-clothed. In a well ori^ani'/ed .society there sliould 
be nece.ssaries for all before tl>ere are luxuries for the few. 
This is of course an ideal condition but tlii.s sliould be tlie 
goal in view. 

Luxuries as .such, however, are not to be condemned. Thus: 

(?) From the point of view of consumption the use of 
luxuries lias its cultural value. They increase the riclnie.ss of 
life and lead to greater zest in living. provi<led they are not at 
the expense of necessaries and comforts e. g., small flower 
gar<lpn, a radio set. a small collection of artistic products 
etc... may make a lot of difference to the qualify of a person’s 
life. 

(//) From the point of view of production the desire for 
luxuries make people put forth their best. A person gets 
content with mere necessaries of life: he may got lazy after he 
has earned them. The scope for luxuries being unlimited 
de.sire for the.se keeps a person tuned to his best efforts. Thus 
he increases national productivity as well as his individual 
income. 


{Hi) Luxuries also act as a limiting force on population. 
People whose wants are few and are co;itine<l to mere necessaries 
of life have a family and produce childr«'n as soon as they can 
satisfy these meagre wants and tlius bi ing about an increase 
in populution. People whose idea of a full life includes luxuries 
as well as ntices.saries of life wait and do not marry or increase 
their family until they feel sure that their children will be able 
to maintain a high standard of living. 


10 




Standard of Living. "By the standard of living is 
meant” wrote the Economist Seager, "the mode of activity 
and scale of comfort which a person lias come to regard as 
indispensable to his happiness and to secure and retain which 
he is willing to make any reasonable sacrifice, such as working 
longer or po.stponing maiTiage. According to Ely "the number 
and character of wants wbicli a man consider.s more important 
than marriage and family consititute his standard of life”. 


The terms 'sfnndard of life’’ and 'fitaudard of living^ are 
orilinarily used in the same .sense. A <listinction liowever can 
be drawn between them. The term standard of life lias a 
wider meaning. It refers to the mode of life that a pei'son 
leads including his noii-ecoiiomic as well as economic require- 
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meiits. The standard of living refers to the amount of ne¬ 
cessaries, comforts and Inxnries of life to which a person has 
become accustomed. A person may thus have a high standard 
of living with a low standard of life and vice versa. Mr. Gandhi, 
for instance, has a low standard of living, his material require¬ 
ments being very meagre. But his stannard of life (moral and 
spiritual well-being^ is very high. 

A person may raise his standard of living by increasing his 
income. But a high standard of living is not necessarily 
expensive. A man may be spending extravagantly, at the 
same time his standard of living may be low. For instance a 
peasant may waste money on litigation and weddings etc. 
while living on the starvation level. In such a case a redistri¬ 
bution of e.xpenditure (even if the income remains the same) 
may result in raising the standard of living. A high standard 
of living invariably increases productive efficiency. It means 
better food, better clothing, better shelter, proper medical aid, 
educational facilities etc. which are all conducive to increased 
efficiency of people as producers. Thus a high standard of living 
tends to create means for the inaintainiug of its own level. 

Summary 

Consumption. Destruction of utility or as marshal] any, negative produc¬ 
tion. 

% 

Direct consumption. Eating food, wearing clotiics, etc. 

Indirect consumption. Obtaining goods which arc; instruments of pro¬ 
duction and help in producing goods for direct consumption. 

Wastful Consumption, e.tf. destruction by accident. 

Importance and scope of consumption. It is the be-all and end-all of all 
economic activity. It studies the nature of human wants, the Jaws governing 
the satisfaction and the methods of getting muxiinuin satisfaction with minimum 
expenditure. 

Human want^*. may be natural or acquired. 

Ch'trncieristics of human wants : (l) They are unlimited (2) Each parti¬ 

cular want is satiable (3) Wants arc competitive (4) Wants are complimentary. 
(51 WatUs are alternative (C) They tend to become habits (7) Some wants are 
convontioiinl. 

Laws of wants. 

LaiP of Diminishinff Utility. As coiisUiriptioil proceeds, satisfaction grows 
less and less. 

Laic of rarietij. ‘Variety is the spioe of life* applies to consumption too. 
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Late of Harmony. We mast consame things in right proportions. 

Law of Imiiaiion. Wo iinitato others in costsninption. 

Law of sxibstiUitiuny indifferenre and e'lHi'inaryimit^retnrnf. In oi'der to 
maximise our satisfaction we sabstitutc the more nsefiil foi tlie le.ss useful till 
the marginal utilities are e4|ualised. 

Engel's Lair of Consumption. As income increases p. c. expeiuliture on 
food decreases, on clothing and house rent it remains^ the same and on luxu¬ 
ries it increases. 

Necessaries of life, minimum food, clothing, etc. 

Necessaries of Efficiency. Things which will enable u« to work better e.y. 
a table and a chair for a student. 

Habitual necessaHes. Tobacco, etc. 

Conventional necessaries. Dictated by custom to public opinion. 

Comforts. Those things which will provide comfort besides increasing 
efficiency. 

Luantries. Superfiaous things. 

Should luxuries he condemned altogether ? No, some luxuries are justifi¬ 
able—cultural value, making people work the hardest, limiting population. 

Standard of Lii'ing. The commodities and services to the use of which 
one has become accustomed and which one considers as more important and 
essential before be can marry. 

Standard of Life. It means one’s ideal in life. 



CHAPTER III 


UTILITY 


1. Introduction. In Chapter I we have defined utility 
as the power of a thing to satisfy a human desire. It. is, in 
other words, a quality possessed by an article which ena^es it 
to satisfy a certain human want or a number of human wants. 
Correctly viewed, utility constitiites the central problem in the 
discussion of consumption. It is, therefore, essential that we 
sliould study this problem in a greater detail so as to be able 
to appreciate its importance. It is for this purpose that this 
chapter is devoted exclusively to the study of utility. 

2. Attributes of Utility. Utility possesses certain charac¬ 
teristics of its own which need our attention. They are:— 

% 

(?) ITtilitif goes with human desire. In order to pos¬ 
sess utility an article must be the object of a human desire, 
that is to say it must be able to satisfy some human want. Dia¬ 
monds possess utility simply because they ai*e so eagerly sought 
after. If all of us give up our fancy for them all of a sudden, 
they would become absolutely useless and would po.ssess no 


utility. 

{ii) Different uses yield- different utilities. When an 
article can be used in more than one way, its different uses yield 
different amounts of utilities. A barren land situated in ttie 
vicinity of a city will have very little utility for agricultural 
purposes but a great amount of utility for purposes of cons¬ 
tructing buildings. This text book has cost you several rupees 
and you have willingly paid this price because of its great 
utility as a text-book. But if you want to sell it as a wastepaper 
in be used for kindling fire it w'ouldn’t fetch you even a few 
annas. Again, a log when used as fuel possesses much less 
utility but when turned into tables and chairs comes to have 
greater utility. 


(Hi) Utility increases with the growth of hnoioledge. An 
increase in knowledge enables us to use an article in various 
ways and thus its utility increases. Iron has all along been 
lu esent in this world, but it had very little utility to the primi¬ 
tive man because lie did not know how to use it eff’ectively. To 
the modern man it has come to have so much utility simply 
because he has learnt to use jt in a number of ways. 
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(d) Utilify is altered irith at) alteration in the form of an 
article. A change in the form of an article changes its utility. 
Clay turned into bricks, pots or toys comes to have much 
greater utility in the various forms. A piece of long cloth 
when made up in the shape of suits, shirts or pyjamas assumes 
much more useful forms than as a mere piece of cloth. 

fr) Utility varies: aith the change, in time. Ice jios- 
sesses considerable utility during summer but very little during 
winter, Init the case of warm clothes is just the reverse of ice. 

(t*/) Utility changes ivith a change of place. Then- is 
|)lenty of grass in forests possessing practically no utility or 
very little of it, but when cut and transported to cities or towns 
it comes to possess a good deal of utility. At Nagpur you can 
buy a big basket of oranges for a few annas but here in the 
Punjab they sell at the rate of a dozen for a few annas. The tirst 
shipment of Langra mangoes to England, it is said, was sold at 
the rate of £1 per }»ound, though these mangoes were purchased 
at the rate of a few annas per seer from the Endian growers. 
All tliese variations in prices are possible because of the differ¬ 
ences in utility at different places. 

{vii) Utility changes icith a change in otcnership. An 
article possessed by one individual may have very little or no 
utility for him but if i)ossesse<l by another person the same article 
<*.an possess a large amount of it. An Oxford Dictionary pos¬ 
sessed by an illiterate person has no utility to him hut in the 
hands of a college student it is tremendously useful. Likewise, 
a pair of sun-goggles po.ssessed by a blind man lias no utility 
to him but to a man having normal eyes it possesses a lot of 
utility. 

3. Utility in Relation to some other factors. In order 

to understand the correct use of the term "utility*' we must 

see that our concei>tion of utility is not vague. To have its 

clear understanding the following points should be borne in 
mind:— 


(f) Utility vs. Usefulne.9s. Utility i.s the power of an 
article to satisfy a human want hut it has uo reference to its 
usefulness or its use. Opium may take the life of a person 
who is bent upon committing suicide by con.suming a large 
(piantity of it and may thus be considered extremely harmful 
to life hut it possesses utility so long as it satisfies some human 
want even though for committing suicide. The consumption 
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of alcoholic beverages may be harmful to health, socially 
wrong or morally degrading but from the economic point of 
view such beverages possess utility as long as they are wanted 
by some people. Utility, therefore, has no reference to the 
‘usefulness of an article, or its social, moral or ethical aspect. 

Hi) ITtility vs. Satisfaction. Utility and satisfaction are 
not the same thing, as is often made out by some writers. 
Quite often we come across expressions like, “Utility derived 
from the consumption of first mango is more than the satisfac¬ 
tion we get from the consumption of the second or third 
mango.” This usage is wrong. Utility is the quality possessed 
by a mango and when we consume it we do not derive utility 
but satisfaction; as a matter of fact utility is destroyed in the 
act of consumption and the result of it is satisfaction. 

HU) Utility vs. Consumption. We should be clear in our 
mind that in the consumption of an article we are. merely 
consuming its utility and not the article itself. The shirt yon 
wear becomes useless after some time not because it has lost 
something of its material but mainly becaiise you have consum¬ 
ed its utility. 

iiv) Utility and its subjective nature. We should likewise 
be clear about the nature of utility. It is a subjective concept 
and therefore varies from individual to individual. The same 
article may have difierent utilities for different individuals. 
A picture of your great grand-father which reminds you of the 
past glory of your family may be an invaluable possession for 
you but to a passer-by or a man in the street it may be of 
practically no value at all and as such it may not possess any 
utility. 

Having acquainted ourselves with the concept of utility 
and its characteristics we are now in a position to proceed 
further to a detailed discussion of the Law of Diminishing Uti¬ 
lity to which we referred in the last chapter. 

4. ( The Law of Diminishing Utility. Let us begin with 
an illustration. Suppose you were very thirsty and someone 
started giving you glasses of water. The-first glass will be a 
source of very great satisfaction to you. In other words you 
will derive great utility* from the first glass of water. Most 

*In the light of the distinction already made between “atility” and 
“satisfaction,*’ the nae of the term "otility” here woald appear to be wr.ongj 
Bat this is done only to conform to the popular use of the term. I 
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probably the second glass will yield to you less utility than the 
first and the third less than the second. The fourth glass you 
will perhaps refuse. The utility of the fourth glass thus will be 
zero. You can take any other article of consumption and you 
will see that its successive “dozes” will yield to you diminishing 
utility. The articles may be bananas, loaves of bread, shirts, 
houses, cars or any other object of consumption. This tendency 
is called the Law of Diminishing Utility. It may be stated, in 
the words of Marshall, the great economist, as follows: — 

“The additional benefit which a person derives from a 
given increase of his stock of anything, diminishes with the 
growth of the stock that he already has. 

We may state this law in a simpler form thus:— 

In the consumption of a series of identical articles at a 
particular time the satisfaction (utility) which an individual 
derives from it.s successive units continues to diminish. 

5.' Assumptions of the Law. As is clear from our enun¬ 
ciation of the law as stated above, certain assumptions are taken 
for granted in its working. These assumptions may by carefully 
noticed. 

(/) Pertaining to the amount of consumption. It is as¬ 
sumed that there are a series, or several units, of the article 
which is to be consumed. This is done with a view to make the 
operation of the daw clear; only in a series can the difference 
in utilities from the consumption of various units be clearly 
marked. 

Hi) Pertaining to the nature of the article. It is assumed 
that all units of the article of consumption are indentical in 
all respects. If the second orange is of superior quality to the 
first you are likely to have greater satisfaction from its con¬ 
sumption than from the first. 

[Hi) Pertaining to the period of consumption. It is 
assumed that all units of the article of consumption are consumed 
at the same time, one after the other; for, if each of them is 
consumed after an interval of an hour (for instance) you may 
continue to have the same amount of utility. 

(/#.?) Pertaining to the attitude of the consumer. It is assumed 
that iluring the time of oonsuuiption there is no change in the 
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attitude of the consumer towards the article. While consuming 
oranges if you suddenly remember that it is against the Doctor’.^ 
advice your utility will at once disappear. 

of the Law of Diminishing Utility. 
OertaiD limitations of this law, may also be noted : 


(a) The units consumed should not be too small. If they 
aie, utility of additional consumption may increase for a time. 
A little sip of water may increase your thirst rather than reduce 
it. Thus the second sip may give greater utility than the first. 
A glass would be a better unit in the case of water. 


{b) Utility derived from additional possession of certain 
objects may increase with the increase of their stock. This may 
be due to vanity or to the creation of greater interest in the 
thing with growing stock of it in one’s hands, A vain lady may 
desire the second unique diamond more than the first in order 
to be the only possessor of such diamonds. A few .used stamps 
may be of little interest to you, but if you get a collection of a 
variety of stamps your interest in this hobby (of collecting 
stamps) may grow. 


(c) Time factor as already explained above is also impor¬ 
tant. If loaves of bread are given to you at an interval of 24 
hours their utility may remain the same. 

(c?) The utility of a person’s income as a whole may 
increase with the increase of such income. This is because under 
these conditions new sets of values may emerge. Things of negli¬ 
gible utility may now appear to have considerable use and 
importance and the individual may be prepared to pay a rela¬ 
tively higher price for them. 

These limitations, however, do not invalidate the law. 
Sooner or later utility will begin to diminish if units of the 
same article are successively consumed or acquired. 

7. Marginal Utility. An important point to be noted in 
this connection is that it is not the total utility that diminishes 
when the law starts operating. U is the marginal utility, that 
is the iitilitj^ due to the consumption of the additional or final 
unit consumed which begins to fall. Tlie following example of 
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the consumption of apples will make this point clear : 

Total 



Utility yielded 

Marginal Utility 


by all the apples 

of apples. 

Units of apples 

consumed 

(Units of 

consotnecl. 

(Units of .satisfaction.) 

(satisfaction.) 

1 

20 

20 

2 

38 

lA 

3 


15 

4 

04 

1 1 

5 

7(1 


• 

e 

70 

0 

7 

62 

— 8 

8 

46 

— 16 


It will be seen that up to the 6th apple total utility went 
on increasinc:- But the additions made to the total utility by 
each successive unit of consumption went on decreasing: until it. 
became zero. Marginal utility of the seventh ai.)]ile thus 
was—8. and of the eighth apple—16- The consiuu]>tion of apples 
beyond the 6th is attended with a decrease in total utility, 
because each additional apple now brings disutility or negative 
utility. 

At this stage certain aspects of the utility derived by the 
consumer in the above case may be clearly noticed even at the 
cost of repetition. 

(/) Initial (TfUittf is the amount of utility winch the con 
sumer derives from the consumption of the first unit. In the. 
above illustration it is 20. in) Marginal is the innount 

of utility derived by him by the consumption of tlie last unit. If 
the individual cited in the above illustration were to st<*p eating 
apples after the fourth apple, his marginal utility iu that case 
would be 11. (Hi) The point of satie.fff is that point at wliich 
the consumer feels perfectly satisfied an<l his marginal utility is 
zero. This point, in the above illustration, is reached with the. 
consumption of the 6th apple, Negative (''tilifg is tlie 

utility or rather disutility expeidenced by the cmisumer \\ hen he 
is forced to consume more units of the article after the ijoint of 
satiety has been reached. In the above example the 7th apple 
yields 8 units of negative utility and tlie Htli 10. (r) Total 
Utility is the amount of all utilities derived by the consumer 
from the consumption of the first to the last unit of consumption. 
In the above case the total utility upto the consumption of tlie 
6th apple would be 70 and, a.s it is, upto the 8th apple it is 40. 
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1 Utility of Money. The Law of Diminishing 

Utility IS of universal application. Does it also apply to 
money ? Some people hold that the law does not apply to 
money, because the marginal utility of money normally does 
not fall to zero. The reason is, that money is general purchas¬ 
ing power. It stands for commodities in general. Human 
wants are satiable individually, but when one want is saitsfied 
another want arises. Thus wants in general are not satiable. 
But some \yants are more pressing than others. A minimum of 
food, clothing and shelter is indispensable for life. Man, there¬ 
fore, satisfies these wants first. But, as his stock of money 
increases, less pressing wants can also be satisfied. The margi¬ 
nal utility of more pressing necessities is higher than that of 
less pressing necessities, and of necessities higher than that of 
comforts and of comforts higher than that of luxuries. This is 
proved when we find that if a person’s income falls, he first 
reduces the consumption of luxuries. As a person is able to 
spend money on less and less pressing wants, the marginal 
utility of money to him goes on falling.'"! It may never come to 
zero, because there are always some wants to be satisfied. In 
the same way, it can be shown, that the marginal utility of 
money to a rich man is lower than it is to a pooi* man. A poor 
man will walk miles to save a few annas, while a rich man will 
spend considerable money in order to save himself a little 
discomfort. Our conclusion, therefore, is that just as the 
increase in the stock of any other commodity in possession of a 
person, brings into operation the Law of Diminishing Utility, in 
the same way, the marginal utility of money falls with the 
increase in the income of a person; or. the marginal utility of 
money to people of lower incomes is higher than it is to the 
people of larger incomes. 

Diagramatic Representation. The following diagram 
illustrates the Law of Diminishing Utility as applied to the 
consumption of apples (See the tables on page 36). 

From a point O. OX and OY are drawn, the former hori¬ 
zontal and the latter vertical. These are known as the axis of 
X and the axis of Y, respectively. Units of apples are measured 
along OX and units of utility along OY. Utility derived from 
the consumption of the first apple, is represented by the 
i-ectangle, standing on the portion of the axis of X indicated 
by figure 1. Similarly, the utility of each successive unit con¬ 
sumed, is represented by the rectangles as shown in the diagram, v 
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These rectangles get 
smaller and smaller, as 
consumption of apples 
proceeds. The sixth apple 
yields no utility. The 
seventh and eighth yield 
negative utilities, as 
shown by rectangles 
below the axis of X. 

10. Utility Curve. 

The apples are big units. 
If a commodity is consu¬ 
med in sufficiently small 
units, the rectangles 
would become thinner and 
thinner, until you can 
theoretically assume that 
they become so thin 
as to be represented by 
just a line. Now, if the 
tops of such lines, stand¬ 
ing shoulder^to shoulder, 
are joined together, we 




Fig. 2 

We have assumed that the 
hist unit of consumption, as in < 


get a curve sloping from 
left to right, as shown in 
Fig. li. We substitute 
commodity for apples to 
make the law of general 
application. 

If from any point P 
on (he curve, PM is 
drawn perpendicular to 
OX, PM will be the mar- 
^ ginal utility of OM quan¬ 
tity consumed. If consump¬ 
tion is carried to OM^ the 
marginal utility becomes 
negative, i.e.. P^M^. When 
consumption is OZ, margi 
nal utility is zero, 
aw begins to operate after the 
ir illustration of apples. But 
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1 ‘s-i-bSS 

11. Measurement of UtiJitv Wo u ^ 

speakiufj of the units of satiwjfj,r.f;^ hd.ve. so far, been 

units indicate ? U 'i- ^^^ese 

tlrm"" The ofc^ton L” Wlt i^olcrele' 

Tir-,;” -- 

s :e?^ - S't - 

e case of inoie apples and of other floods The Law of 
Dnninislijng Ltility. thus, can be stated in terms of money as 

adMLinuUts^or to pay lower and lower price^for 

aaaitional umti> of the same commoditif as his stock of that 

comnuauUj >ncrea.oee. I„ Fig. l. if instead of utilit"/ ^ou 

substitute. of money, the rectangles will indicate in' teims 

HoiTt? "“grease of consumT 

The curve in Pig. 2 will also illustrate the same idea. 

12. Importance of the Law of Diminishing Utility We 

have already stated that the Law of Diminish, hg Utility's ^e 
most important law of con.suinptioii. This is so becau.se it lies 
at the very basis of every problem of consumption. We shall 
see , 1 . the next chapter that the Law of Demand is liased upon 

1 1 .S law. the conception of consumer’s surplms is also baLd 

e] 1 of t 7 pruw,p\e. Its practical importance is i„ tL 
lehl of taxation. I rogressive, graduated and slab systems of 

taxation tax larpr incomes more heavily on the ground that 

the marginal utility of money to an individual goes on decreaf 

mg with an increase in his income, so that a heavier tax does 

not pinch him much. The Socialists’ plea for equal diftrih.7 
tion of wealth is likewise based on this principle. They arguj 
hat superfluous wealth of millionaires would have much more 
utility m the hands of poor persons if distributed among them. 
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Summary 


Utility increases with growth of knowledge. 

Utility changes when the form of article changes. 

It varies with change in lime, place and ownership. 

Utility does not mean usefulness. The thing consumed may he actually 
harmful, bnt if it satisfies a human want, it possesses utility. 

Utility is not the same thing as satisfaction. Utility is in the article and 
satisfaction is what wo get. 

Whan wc consume an article, we merely consume Its ulihly and not the 
article itself. 

Vtiliitj is It varies from individual lo individual. 

The Law of Diminishim, IHililu. In the consumption o( a .serie.s of 
identical articles at a particular tunc the satisfaction which an imlividual 
derives from its successive units continues to diminish. 

Assumptions of the Law. They pertain to the amoutil ot consumption. 
Datnre of article, period of consumption, and attitude of the consumer. 

Limitalions of the IjOW. I. Units should not be too small. 2. I tility 
may increasedne to variety or greater interest in the thing, -i. Units must be 
consomed within a certain Lime. 4. It may increase with the increase ot 

income. 

Marginal ctiliti/. It is due to the consumption of the additional or final 
onit, where it is just worthwhile to purchase i.e. when the price and the utility 

ar^ equal to each other. 

Initial Utilitg. From the consumption of the first unit 

Marginal Utilitg. At the last unit ol cuiisuiuption. 

Ilegalive Utilitg. When disutility begins. 

Total Utilitg. Utility of all the units put together 

Marginal utilitg of moneg. The law of Diminishing Utility applies to 
money too. When a man’s income increa.scs, the utility ot each unit ot money 
decreases. 

The assess me nt of utilifi/ D can be measuieu in money. When a person 
is prepareil to pay one anna Im- an apple, it means the utility nt an apple to 
him is equal to one anna. 

Importance »f the Law o/ IHminishing UtilUg. It li«s at the very ba.sis ot 
every problem of consumption 

It is applied in taxation and is the ba.'^is tor progrossi\c taxation. I he 
Socialists' plea for e<ioal distribution of wealtli is also based on it. 

1 ■ • 

Exercises 

1. DiHlingtiish clearly between initial, marginal ami total utility of a com¬ 
modity, and mention the limitations of the L,asv of Diminishing Utility. 
P. U, 1941. 


3. Write a note on Marginal Utility. P. U. 1944. 


CHAPTER IV 


>''■ DEMAND 

% 

r' ^ 1- What is Demand. The term “demand” has a special 
meaning in economics, though in general talk it is quite often 
used as synonymous with desire. An individual’s desire 
quite often leads to a demand, but desire as such does 
not mean demand. You may well desire to have a car, 
but this desire will remain a pious wish until you have 
sufficient amount of money to pay for it, and are willing 
to spend it for this purpose. Demand or effective desire, 
as it may also be called, is a desire coupled with 
purchasing power and willingness to purchase an article. 

Demand is always expressed in terms of a quantity of a 
commodity demanded at a given price: e. g., how much of a 
commodity will be purchased at a given price. Though there 
are several factors affecting an individual’s demand for a 
certain commodity such as his personal tastes, habits, fashions 
etc., but more important than these is his income and the price 
of the article. How close is the relationship between the 
quantity of a commodity demanded and its price, is explained 
by the Law of Demand. 

2. The Law of Demand. The Law of Demand is derived 
from the Law of Diminishing Utility. Jn fact, these two laws 
express the same essential truth. The Law of Diminishing 
Utility tells us that a person’s willingness to consume addi¬ 
tional units of a commodity, falls with his increase of its con¬ 
sumption. In terms of money it means, that to induce the 
consumer to consume (or purcha.se) additional units of the same 
commodity the sellers of the commodity must be prepared to 
accept lower and lower prices. In other words, when the 
price is lowered, the individual is willing to increase his 
purchases; and conversely, when the price is raised, the indi¬ 
vidual consumer reduces bi.s purchases. Now this is nothing 
else but the Law of Demand ai>plied to an individual consumer. 
The same idea can be extended to the market, which is a 
collection of buj’ers and sellers in competition. 

The Law of Demand may therefore be formally stated by 
saying that, other things remaining the same if the 
price of a commodity rises, the demand for it contracts: 
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and conversely, if the price of a commodity falls, the demand 
for it expands. The term, “other thing's remaining the same*^ 

-refera to several factors c. flr., the utility of the article, income 

of the individual or the community, taxes, habits, fashions, 
supply of substitutes, etc. 


As the Ijaw of Demand has individual as well as social 
aspects let us, first deal with an individual’s demand for 
aparticul^ar commodity. Later, we shalK extend our conclu¬ 
sions to more individuals and more commodities. Let ns suppose 
Dhe commodity, as before, is apples. 

3. 'Uemand Schedule. According to the Law of Demand 
as applied to an individual, a consumer increases his purchases 
when price falls, and reduces them when it rises. A list of the 

^lantities purchased or demanded at varying prices is called a 
Demand Schedule. The following is the Demand Schedule of 
an individual A for apples :— 


Price per dozen. 


Rs, 

7 

6 

5 

4 

3 

2 

1 


Quantity demanded 

dozens. 

1 

2 

5 
4 

6 
8 

10 


K Demand Schedule for the whole market is arrived at 

by adding the quantities demanded by all the prospective pur¬ 
chasers at varying prices. Suppose, a market consists of only five 

E. Suppose "iheir 

Demand Schedules for apples are as given below: — 


Price per 

Rs. 

7 
6 
5 
4 

8 
2 
1 


dozen. 

A 

1 

2 

3 

4 
6 
8 

10 


Quantity 

demand 

in 

dozens by 

B 

C 

D 

£ 

Total 

3 

0 

U 

0 

4 

4 

1 

0 

0 

7 

6 

^11 

3V* 

V* 

0 

12 

6 Vt 

Mm 

4 

1 

V* 

16 

7 

5 

3 

2 

23 

8 

6 

4 

3 

29 

1 

8 

5 

4 

Grand 

38 

Total 128 


different individuals have different 
demand schedules, depending upon marginal utilities for their 
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money nnd tli-eir mariiinal utilities for apples. The last column 

gives the total deinainl for the market as a whole. The first and 

the last colinnns. put togeth-»r, will .constitute the d-e- 

mand schedule of the market under the conditions assumed 

bv us. 

% 

4. Demand Curve. A <leinand schedule can be expressed 
in the from of a curve called the Demand Curve. The marked 
demand curve of apples is given below— 

Quantities (in dozens) demanded are measured along OX 
and prices (in rupees) along OY. If perpendiculars are drawn 
from points indicat¬ 
ing quantities on 
OX and corresspond- 
ing prices on OY, 
the meeting points «§ ^ 
of these jierpendi- 

culars will be on a 

♦ 

curve. This is the t 

Demand b'urve for 
.ap])l(*s under the 
conditions i-eprescnt- I 

ed bv the Demand 
Schedule. It will be 
seen that the curve Ououiity DCTTlQllded in Oo^€?iS 

slopes from left to 

right (like the utility Fig. 3 

curve), showing that as price falls <juantity demanded increases, 
and converscl.N . as price l ises (piuntity demanded decreases. 

A 5. (^Extension and Contraction cersiifi Rise and Fall in 
Demand. Ac'conling to the Law of Demand as explained above, 
as the i)rice fails there occurs an extensHtn in deutand, and as 
the price rises there takes place a contraction in it. fjet us dis- 
tiiignisli between e.vfens:ion in demand and rifie in demand and 

contraction in demand and fall in demand. The exten- 
sioti in ilemand takes place as a result of a fall in price, while 
a rise iii demaiul may take place without reference to price. 
Wlien at tlie same price more is purchased by the consumers 
there is sai<l to have occurred a rise in demand. Similarly a fall 
ill demand is sai'l to have occurred if at the same i)rice less is 
pun based than before. Distinguish between tins and the con- 
tra<*tion in demand which occurs in response to a rise in price. 


« 
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We may also explain a rise in demand by saying that 
the same quantity is demanded at a higher price, and a 
fall in demand by saying that the same quantity is demanded 
at a lower price. 

Take an example. Suppose in a market at 6 annas per 
seer 20 maunds of mangoes were demanded. Suppose for 
some reason the price of mangoes falls to 4 annas per seer 
leads to 25 maunds of mangoes being demanded. This 
would be an extension in demand. Cdnversely the demand 
for mangoes would be said to have contracted if a rise of 
price to 6 annas per seer reduces demand to 10 maunds. 


On the other hand, if suddenly 30 maunds of mangoes 
were demanded at the old price of 5 annas per maund or 
at a higher price of 6 annas per maund the same 20 
maunds continued to be demanded, we shall say that a 
rise in demand for mangoes had occurred. Conversely, if 
at the old price of 5 anna.s per maund 10 maunds were 
to be demanded or at a lower price of 4 annas per maund 

the same 20 maunds were demanded this would be called a fall 
in demand. 

6. Curves showing Rise and Fall in Demend. The rise 
and fall in the demand (for mangoes) are illustrated in the form 
curves below : 


T/ie Rise in Demand. 


Y 



Along OX 

measure quanti¬ 
ties in maunds 
and along OY 
prices in annas 
per maund. Be¬ 
fore the change 
in demand, at 5 
annas per maund 
(PM) 20 maunds 
of mangoes (OM) 
were demanded. 
Now suppose 
that the same 20 
maunds are de¬ 
manded at a 
higher price of 
6^ annas per 

maund ( P’M ) 
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or at the same price of 5 annas (PM=p m') 30maunds (Om') are 
demanded. Tlien points />" and p' are on a new Demand Curve 
(D'D') which will indicate the rise in demand. Note that 
is not necessarily parallel to DD. 

Before the change the demand at 5 annas (PM) is 20 
maunds (OM). If after the change in demand at the same 
price of 5 annas (PM=p'w') 10 maunds tO/n/)’ is demanded 
or at a lower price of 4 annas (P"M) the same amount 20 
maunds ( = OM) is demanded, points and p" will be on a 
new Demand Curve D^D'^ illustrating a fall in demand. 

7. Cause of The Fall in Demand 

Changes in De¬ 
mand. Pise or 

fall in demand may 
be due to a number 
of factors. We 
shall note below^S ^ 

TO 

the factors that g 
may cause a rise in^ 
demand. The con- ^ ^ 
verse of what cau-.H 3 
ses a rise inpL) ^ 

demand leads to a- 
fall in demand. 

(n) A rise in 
real incomes, as 

distinguished from Quantity (maunds) 

merely money in- Fig. 5 

comes, will cause 

a rise in demand. Real incomes rise when the standard of 
living of the people rise, which means that people’s capacity 
for consumption increases. But as we shall see presently, 
when the standard of living rises the demand for everything 
does not rise in the same proportion. The percentage of the 
total income spent on necessaries of life decreases and 
that spent on comparatively less essential increases. In 
such a case the demand for things like books, cycles, etc., may 
rise more than for food. 

(^) Rapid rise in population may cause the proportion of 
children to increase in the total population and thus the 
demand for children’s goods, like toys, milk, etc., may rise 
relatively to other goods. 
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(o) The character of distribution of income also deter¬ 
mines the demand for particular types of goods. If the wealth 
is concentrated in a fewer hands the demand for luxury goods 
like motor cars, jewellery, palaces, etc., will rise. A more even 
distribution of wealth will stimulate the demand for necessaries • 
of life at the expense of luxuries. For instance it is calculated 
that if India’s total income is equally distributed over its popu¬ 
lation a family of five will get about Rs. 25 a month. This will 
give food and minimum of clothing and shelter to every one and 
the demand for these things will rise. But there will be no 
increase in the demand for articles of luxury like motor cars, 
jewellery, radios, etc. 


I 


(d) Changes in tastes. New demands may arise or old 
demands may get stimulated due to changes in tastes of people, 
e. fiF., tea, coffee and silken dress are replacing old /assi and 
cotton clothes among certain classes. On the other hand the 
Congress has revived the demand for khadi cloth. 

(e) Some goods may be jointly demanded with others. 
Increasing taste for tea drinking creates demand not only for 
tea but also for tea pots, tea cups, spoons, sugar, etc. 

1 Demand may rise or fall due to seasonal fluctuations 

or due to trade cycles. Demand rises for warm clothing and 
tea 1,1 winter, for electric fans and /o.v.sj in summer. In a 
period of depres.s,on people’s real incomes (unless money incomes 
are hxed by contract) fall and this leads to changes in demand 

onrfamine, the demand of 

nr a„i iculturist for eyen moderate requirements of life disap- 

ov 1 Between Demands. Except while 

explaining the causes that lead to the rise and fall in'^demand 

for particu ar commodities, we have been so far assuming that 

there is only one commodity under consideration of the con 

stand ^aloie d‘' ‘I’di^idual commodities does not 

one another commodities are related to 

dons ^ consideration of these rela¬ 
the demLd * r'* commodities 
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{ii) Composite demand. A commodity may be demanded 
for more than one use. For instance, salt is demanded for 
cooking, for eating fruit with, for giving to the cattle, etc. Coal 
may be demanded for heating the room, for cooking, for use in 
factories, etc. The aggregate demand for all its uses is the 
composite demand of a commodity. 

itii) Joint Demand. Things are said to be in joint 
demand when they are always demanded together. A tennis 
racket without tennis balls is of no use. Both are in joint 
demand. 

Things are jointly demanded in an extended sense also. 
A consumer’s demand forms a system He requires not one 
thing for his existence but a large number of th ings. If he 
has more of one thing, he has to be contented with of 

another. This is due to the fact that his resources (money income 
here) are limited and he has to exerci.se a clioice 'between 
various possibilities of demand open to him. Under what principle 
such choices are exercised ? This brings us to another impor¬ 
tant law in Economics which is also another aspect of the 
fuTulainental law of diminising utility. 

\ \ Law of Equi-Marginal Utility. Suppose you have 
a fixed income of Hs. 200 a mouth- Yon have a large number 
of wants to satisfy. You can demand a hundred and one 
things. This choice is afforded to you by the market where 
the different goods are sold at different prices. These prices 
we shall assume as given for the present. What commodities 
will you purchase and in what quantities ? We as economists 
are not concerned with the commodities.you choose. But we 
can formulate the principle according to whicli you will dis¬ 
tribute your limited resources (money income here) between 
the various ends or clioices available to you. Thi.s principle 
is true wherever the problem of ilisiributi<'»n of limited reso¬ 
urces with alternative n.ses (f.e., that can be used in more than 
one manner) between a variety of ends arises. This princi¬ 
ple is genei*ally called the Law of Substitution, but when appli¬ 
ed to consumption it is known as the Law of Equi-Marginal 
Utility. 

The law is stated as follows:— 

A consumer, consciously or unconsciously, tries to get 
maximum utility out of his expenditure in the market. This 
he achieves with greater success when he distributes his 
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income over various heads of expenditure in such a way as 
to get equal marginal utility from each head of expenditure. 
In other Avords, total utility is maximum when marginal 
utility of money spent on each goods is the same. 

The explanation is as follows; After the consumer has 
spent some of his money on a particular commodity, the 
marginal utility to him of that commodity begins to fall, 
until he feels that he would gain more satisfaction, by spending 
additional units of money on some thing else. He goes on subs¬ 
tituting one thing for another (after a point) until the whole 
of the money he wanted to spend is exhausted. When this 
is done, he has obtai¬ 
ned equi-marginal 
utility. He cannot 
now increase his total 
utility by spending 
more on one thing and 
less on the other. If 
he could do so, lie 
would have done it 
to start with. Every 
rearrangement will 
mean a greater loss 
than gain in utility 
the best arrangement 
being the one which 
equates his marginal 
utility under each 
head of expenditure. 

The Law can be illustrated by a diagram as in Pig 6. 

Let there be only two commodities, bread and milk, on 
which money OM-bOM' has to be spent. Let A and B, 
respectively, be the utility curves of bread and milk. If OM 
is spent on bread and OM^ on milk, the marginal utilities of 

money spent on them) are equal, 
BM—P W. The Law of Substitution or Equi-Marginal Utility 
asserts that this distribution of money achieves maximum total 
utility, i.e., OMPAl-OM'P'B are maximum. If that is so 

any other distribution should give smaller total utilitv. Let 
us see whether this is so. 

Suppose (a) stands for a small unit of money. Further 
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suppose that {a) more is spent on bread and Cfl') less on milk. 
The marginal utility of milk will rise to p'm' and that of bread 
will fall to pm. As shown by the shaded areas, the loss of 
utility will be more than the gain by this new arrangenient. 
Total utility will be les.s tlian before. This will be true what¬ 
ever other ari*angement is tried. Thus total utility is maxi¬ 
mum when marginal utility is equal. This principle can be 
extended to any number of commodities. 

10. Elasticity of demand. One of the most outstan ling 
features of demand is the Elasticity of demand. It is the quality 
of demand to vary in reponse to variations in price. According 
to Marshall, “the Elasticity of Demand in a market is great 
or small according as the amount deman^ied increases much or 
little for a giveii fall in price, arid diminishes much or little 
for given rise in price.” 

Generally speaking, the demand for a cjommndity is said to 
be elastic if a little change in price is attended with a large 
change in demand, and the <leinand is said to be inelastic 
if a great change in price is attended with a little change in 
demand. Dr. Marshall, however, believes that we should 
never speak of ilemand being absolutely inelastic because there 
is nothing like it in actual existence. Even in tlje case of an 
e.xtreme necessity of life, like salt, there is some cliange in 
the demand for it if there is a large change in its price. A 
considerable increase in the price of salt, for instance, will cut 
short its demand coining from the poorer sections of society, 
while a considerable fall in its price might increase their 
demand for it. 

Dr. Marshall therefore believes tijat we should speak of 
demand as moderately elastic, more elastic* or less elastic, 
according to its-change with a given change in price of the 
article. The terms 'elastic* an<l ‘inelastic.* do not conform to 
actual facts when we refer to such changes. 

11. Measurement of Elasticity of Demand. Js there 
any yard stick with which we can measure the elasticity of 
demand ? In general there does not appear to be any. But 
Dr. ' Marshall has suggested a method of measuring it in terms 
of unity of elasticity. This method can be briefly de.scribed as 
follows: — 

(f) Unity Elasticity. When demand changes proportionately 
Avith a change in price and the total amount of money spent 
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on the purchase of a commodity remains the same with channe 

W the fsno'lvtruble ^ 

Demand for Pairs of Shoes 

Price Per Pair. No. of Pairs? ^ 

ui x-airs iotal amount of money 

Rs demanded 

8 600 

10 II 600 

^ 1 .=^0 *^00 

r-^ P, . . « 600 

i.s said to be gVe^tm- fhaT mdSElasticity of demand 
is more than proportionate to change in demand 

....I 

more when the price falU « i.fuL cnase ot the article is 
rises a little. For instance:— when the price 

Demand for Pairs of Shoes 

dLanded*^* amount of money 

Spent 

100 

jgo 600 

i‘*o 

!S ®|o 

less ^demand is 

tionate to the^ohange in pr!^e ^Ld ’’'■“P®*'- 

of money spent on the purchase of the amount 

a fall in price and increLes tTth decreases with 

as under:- ^creases with a rise ,n price. This is shown 


Price Per Pair 


Rs. 

6 

5 

4 

7 

8 


Price Per Pair 


Rs. 

6 

5 
4 
7 

6 


Demand for Pairs of Shoes 


No. of Pairs 
demanded 

Total amount of 

spent 

100 

Rs. 

115 

600 

140 

675 

90 

560 

80 

630 

640 


money 
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The idea of measurenfent of elasticity may also be explained 
in a single collective example. Suppose the demand schedule 



Quantity 

Total outlay. 

e per dozen 

demanded. 

% 

Thousand 

Thousand 

Rs. 

dozens. 

Rs. 

11 

0 

0 

10 

4 

40 

9 

7 

6-3 

8 

12 

9G 

7 

18 

126 

6 

21 

126 

5 

22 

110 

4 

23 

92 

3 

25 

75 

2 

27 

54 

1 

28 

28 


^ w iii I/U u LloCVfl^Ao \JL 

Up to the price of Rs. 7 per dozen the total outlay increases 
showing an elasticity of demand greater than unity. Between 
the prices of Rs. 7 and Rs. 6 the outlay remains the same indicat¬ 
ing an elasticitj- of demand equal to unity. Prom Rs. 6 onwards 
the total outlay decreases as the price falls, which shows an 
elasticity of demand less than unity. 

The above schedule is represented by the following 
demand curve : — 



Quantity demanded Thousandi of dozens 

Fig. 7 


At points P and Q the elasticity of demand is unity. These 
points represent prices of Rs. 7 and Rs. 6 where the outlay is 
constant. For higher prices it is more than unity as shown 
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by the flat nature of the curve, and f«r lower prices less than 
unity as is indicated by the steeper slope of the curve. The 
significance of such slopes may be indicated separately as 
below :— 


0 0 ' 

Zero 




0 X 0 X 

less then More then 
unity unity 

Fig. 8. 




Mnity Infinity 


i^ the de¬ 
mand ^urve in 
every case. Elas¬ 
ticity equal to 

zero and infinity 
can be theoreti¬ 
cally conceived 

only. In the for¬ 
mer DD' is 

parallel to OY, 
in the latter to 


*1 1 .. .. ,1 , OX. The smaller 

the elasticity the nearer the position of the curve to that 

under zero, and the greater the elasticity the nearer the position 
of the curve to that under infinity. 

In the above examples, for the y « 
sake of simplicity, we have taken ^ \ 
demand curves as straight lines. \\ 

When they are not straight lines ^ 

but are curves showing different ^ \ 

slopes at different points, the iV 

elasticity of demand at any par- 

ticular point is indicated by the J 

slope of the tangent to the curve 

at that point. This is shown in ^ y 

9* Quantity Demanded 

Thus demand curve is more Fig. 9 . 

elastic at point T' than at point T. 


12. What Determines Elasticity of Demand. If the 

consumer can more easily dispense with a commodity his 
demand for it is said to be elastic. If it is difficult for him to 
p without the commodity, his demand is inelastic. In the 
former case a slight rise in price will tend to reduce his con 
sumption ; in the latter a considerable rise may not substantially 

easily be seen, therefore, which 
demZd^s Plastic 
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^ less elastic de¬ 

mand whil^e luxuries will have more elastic demands. It should 

be remembered, that the same goods may be a necessary to one 

person, a comfort to another, and a luxiu'y to a third. For 

instance, a motor car may be a necessar 3 ' for a medical doctor, 

a comfort for a college professor, but a luxury for an office head 
clerk. 

Kii) Demand for gooJs having substitutes is more elastic 
than for others e. q. coffee, tea, milk. 

Kiti) An article may be put to more than one uses. Its 
demand for some use.s may be more elastic than for others, e. g. 
salt in India. Its demand for cooking purposes is less elastic 
than for giving to tlie cattle. 

{io) The possibility of postponement The demand for 
goods the consumption of which can be postponed is more 
elastic, an<l the demand for goods which must be consumed is 
less elastic, e. g., the demand for suits during a period of hi^h 
prices, in the case of an individual alread.v possessing a dozen 
suits, ?7.v. his demand for wheat (here in tlie Punjab). 

(r) The extent of price- When the price of a commodity 
is either too high or too low. tlie demand for it is less elastic : 
and when it varies within moderate limits, the demand for it is 
more elastic. If the price of wheat is too high, its consumption 
will be confined only to the rich class, whose demand for it re¬ 
mains constant irrespective of any variations within the high 
limits. On the other hand, if the price of wheat is too low so 
that everybody can purcliase its required supply, any variation 
below this limit, will have no effect on demand. But the varia¬ 
tions of prices within these two extremes will have considerable 
effect on the tlie demand for wheat, i. e., the demand for it will 
be very elastic. 

iri) The demand for certain articles depend.s upon the 
demand for finished goods into which they enter as raw 
materials, (for example —the demand for bricks, lime, cement, 
timber, etc. »*.9 the demand for buildings) so that it is more 
elastic when the demand for finished goods is more elastic, and 
vice versa. 

{vii) The elasticity of demand for an article also depends 
upon the proportionate share which it contributes to the total 
costs of the finished article into which it enters as a raw 
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material. It is more elastic if an article contributes the lion’s 
share of the total costs, and less elastic if the article constitutes 
a very small percentage of them. In the case of suits the de¬ 
mand for cloth is more elastic, and the demand for buttons or 
thread is less elastic. 

iviii) Generally speaking, an inciease in the income of 
an individual makes his demands for variou'^ articles less elastic, 
and a decrease in income makes them more elastic. 

13. Importance of Elasticity of Demand and its Relation 

to the Law of Diminisbinc Utility. The conc eption of the 
Elasticity of Demand is \eiy important particularly in the field 
of finance. If a considerable increase is to be had in the revenue 
of the state, it would he better to impose liglit taxes on 
articles of elastic demand, rather than heavy taxes : becaus 
light taxes will not reduce the demand so violently as heavy 
taxes will. A light tax in general causes a small decrease 
in demand and gives a large amount of income to the state; 
and a heavy tax causes a large decrease in demand and a small 
increase in the revenues of ti)e state. 

The idea of Elasticity of Demand is also important in the 
field of practical business. Here the manufacturers in general 
and the inonopoli.sts in particular have to pay special attention 
to the nature of the denmnd for their articles. whether tlie 

demand for them is more elastic or le.ss elastic. A large demand 
at low price yields more profit to the manufacturer than a small 
demand at high price. 

The conception of Elasticity of Demand is also clo.sely 
related to the law of Diminishing Utility. If the marginal 
utility of an article decreases very slowly, a small fall in its 
price will extend our demand considerably and therefore the 
demand for it maj* be said to be more elastic. Conversely, if 
the marginal utility of an article decreases rapidly, then even 
a great fall in its price will extend our demand by a small 
amount and therefore the demand for it can be desciibed as le.ss 
elastic. 

14. Consumer's Surplus. Another concept of impor¬ 
tance which is closely related to the law of diminishing utility 
is that of consumer’s surplus. We have seen before that for an 
individual consumer prices of goods are a given factor while the 
utility he derives out of consumption depends on his personal 
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tastes and needs. This gives the consumer a special benefit 
which is known as the consumer’s surplus. 

We shall see in the Department of Exchange, that prices 
of goodw are determined by marginal utility. But this is not the 
marginal utility of any individual consumer. It is the marginal 
utility of the consumers taken as a whole. Marginal utility of 
an individual consumer for a goods, therefore, may be either 
higher or lower or it may be equal to the marginal utility repre¬ 
sented by price. If it is lower, he will not purchase the article 
concerned : if it is the same, he will just be on the margin of 
purchasing or not purchasing. If it is higher, he will purchase. 
And he will purchase as many units as will equate his marginal 
utility to the price. Some units, therefore, will yield him excess 
of satisfaction. This excess 
is measured by the diffe¬ 
rence between the price 
paid and the price that the 
consumer would have paid 
rather than go without that 
unit of the commoility. Pig. 

10 illustrates this point. 

Along OX are measured 
units of commoditj^ to be 
purchased, and along OY is 
measured the utility in terms 
of money, which means 
price that the consumer is 
willing to pay rather than 
go without a parricular unit 
of the commodity. 

If the market price is PM. the consumer will extend his 
purchases up to the Mth unit. He will purchase OM quantity. 
This is so because for this amount his marginal utility is equal 
to the price. But his marginal utility for the earlier units 
is more than PM. For M'th unit for instance, his marginal 
utility i.s P'M'. But he only pays the market price PM( = P"M^) 
for this unit as for others. He thus obtains an excess nf-'utility 
for the M'th unit equal to P'P". This is consumer’s surplus 
for the unit. The total consumer’s surplus thus derived by 
him when OM units are purchased at PM price is shown by 
the shaded area UAP. If the market price rises to P^ M' he 





Fig. 10 
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will purchase only OM' quantity, and the consumer’s surplus 
will fall to the smaller triangle UA P . 

15. Conclusions. Let us now summarise our conclusions 
as regards the* forces behind Demand which we have studied in 
the Department of consumption. The central problem of 
mics is the determination of values of goods land services) that 
are mutually exchanged. Value is the result of the inter-act.on 
of supply and demand, and is expressed as price in ^rms oj 
money have so far been considering demand. Demand 

arises because goods yield utility to consumers and scarce goods 
have to be purchased by money offers. As the marginal utility 
of goods falls with the increase in the quantities consumed, the 
consumers offer lower and lower prices for additional quantities 
offered for sale. For individual consumers, however, prices are 
already determined. They, therefore, purchase as much quantity 
of each goods as equates their marginal utility for money to the 
price of the goods. The marginal utility of money is higher for 
poor people than for rich people. But all people distribute their 
total money incomes on various heads of expenditure with a 
view to maximise their total utility. This is achieved when 
the marginal utility derived from each head of expenditure is 
the same. In this way demand for various commodities is crea¬ 
ted which can be expressed in the form of a demand schedule. 
The total of individual demand schedules determines the market 
demand schedule. We can, therefore, conceive at any pai tic- 
ular time large number of consumers willing to purchase goods 
of varying quantities at varying prices. They are willing to 
purchase more at a lower price than at a higher price. A com¬ 
petition* then ensues among the consumeis bidding for com¬ 
modities. These represent the forces on the side of demand. 
Demand can rise and fall with changes in tastes, habits and real 
incomes of the people. But, at any particular moment, such fac¬ 
tors may be assumed as constant. This pull exercised by the 
consumers is only half the story. The other half comes from 
the side of the suppliers or ultimate producers. We. therefore, 
pass on to the discussion of the forces determining supply. This 
brings us to the Department of Production. 

Summary. 

Demand. Desire coupled with willingness and ability to pay. Demand 
is always at a price. It means the quantities demanded at different prices. 
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Law of demand. Other things remaining the same, if the price of a 
commodity rises, the demand for it contracts and tHce versa. 

Demand Schedule. A tabular statement giving the quantities purchased 
or deniandod at different prices- 

Eortensinn of Demand. Baying more when tlie price falls*. 

Increase in Demand. Buying .more at the same price or same qnantity at 
a higher price. 

Similarly, a fall in demand can be distinguished from its contraction. 

lnter*related Demands. 

Derived Demand. Demand for bricks, cement, etc. for building a house is 
called a Derived Demand and the demand for the house is called direct demand. 

Composite Demand. When a commodity is demanded for more than one 

use. 

.Joint Itemand. When things arc demanded togeiher e. g. racket and tennis 

balls. 

Law of KquL Marffiuul tttilHi/. A consumer consciously or unconsciously 
tries to get maximum utility out of his expenditure with market. This ho 
achieves when he <listributes his expenditure in such a way as to get equal 
marginal utility from each head of expenditure. 

Elu.slicitij of Dvmand. It is the quality of demand to vary in rc.sponse to 
variation in jJiicos. 

Eln.sticity of Deninnd iti a market is great or small according as the 
quantity domantle<l imu-ea'^es much or little {or a linn fall in price, and dijninishes 
much or little for a tirin rise in price. 

.\fovetnent of IC/'isUcit;/. (l) Unity—when the demand varies proportiona¬ 
tely to variation in piico (2) (xroater than unity—when change in the demand is 
more Ih.an proporlionnto the change in price (3) less than Unity—when the 
change in demand i': loss than proportionate change in pritie. 

Hales of Elastiriti/ : Necessaries •— inelastic ; luxuries — elastic ; sub¬ 
stitutes— elastic; wh<‘ii there are m<ire tha'i one uses or when the con¬ 
sumption can be postponed, it is also elastic. It is inelastic when the price is 
too high or too low hut elastic for moderate prices. , 

Importance of Elasticiti/. It i.s applu^able in the field of finance and pra 
ctical business. 

The relation between Elasticity and the Law of Diminishing Utility. 
When the utility decreases rapidly, the demand is inelastic and when it 
decreases slowly, it is elastic. 

Consumer's surplus. The excess of the price which a consumer is prepared 
to pay rather than go without a thing over that which he actually pays is the 
measure of consumer’s surplus. 


Exercises 


1. A consumer has five annas to spend on butter and sugar. How many 
annas worth of cacli of them would he buy if the units of marginal utility of 
successive annas worth of each are as in the following table ;— 
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Units of marginal utility. 




Suffat' 




1st 

2ik! 

3rd 

4th 

5th 


10 

8 

6 

4 

2 


10 

12 

8 

4 

(1940) 


2. Ejcpiain Elasticitt/ of demand. Name five gotuls of daily use 
comparatively inelastic demand for your own family. (1943) 


having 


3. Write a note on Consumer's Surplus. (1943) 

4. What do you understand by consumer's surplus and mention any three 
articles from di’inestic consumptions in which you enjoy large consuiner’s 
surplus. (1944). 



CHAPTER V 


PRODUCTION 

Introduction. Every economic system must perform 
two funtiameiital functions. It must make available various 
goods and services for the consumption of consumers, and it 
must distribute purchasing power (money) to enable the 
consumers to buy .such goods and services in the market. In 
the term consumption we have included also the use of wealth 
in tlie interests of further production. These functions can 
be performed by a <Uctatoi* (or central authority) who may 
decide how the natural and human resources at the disposal of 
the country should be utilised, what goods to produce in what 
quantities, and what methods of production to adopt. The 
dictator may also decide on what pi inciples the purchasing 
power should be distributed among tlie people. Under such a 
system all means of production are owned by the State or the 
community operating through the dictator. 'Phe various forms 
of socialism, broadly speaking, follow sucli a system. 

The system that we are studying perforins the above two 
functions in a ditferent manner. Here production is primarily 
carried on by private individuals organised in various forms. 
Purchasing power i.s distributed as a reward for services perfor¬ 
med in the interest.s of production. The various means of 
prodiu'tion are privately owned and everyone has freedom 
(within certain legal restrictions) to dispose of his property or 
labour as he tliinks fit. Production is carried on for the market 
where goods are excliange<l for money. The inducement to . 
produce i.s tlui.s to .sell goods at a profit, i. e., to get more in 
return than it costs to produce them. Thus is created the 
supply. But supply has also a price. At what price goods 
will be offered in the long run is determined by the cost of 
production, (rather the marginal cost of prodiudion), which in¬ 
cludes normal returns to the person who undertakes the business 
of production. It is true that some scarce goods are not “pro¬ 
duced” but as most of the goods are produced supply is ulti¬ 
mately determined by production and costs of production. 

2. The Productive Process. The process of production 
extends from the time the first step is taken in the interests 
of production to the time the commodity is in the hands of the 
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consumer. For instance, the Punjab peasant tills the soil, sows 
sugarcane, looks after it, and then carts the canes after cutting 
them to the town. There they are sold to the sugar factory 
through various intermediaries. The cane is then crushed and 
the juice undergoes various processes until it becomes sugar. 
The sugar is sold to the wholesale dealer, and then to the 
retailers. In the meantime, it is moved from place to place 
and has to wait here and tliere. Finally, it is in the hands of 
the consumer to be consumed. All this process is the process 
of production of sugar. This is not all. The implements of the 
agriculturist used for cultivation, the machines and factories 
and warehouses, various types of labour, physical and mental, 
all have contributed their share in turning just cuttings of 
sugarcane (seeds) into sugar. The.se factors in their turn were 
also produced. 

Meaning of Production. We should understand 
clearly'what is meant by production. A layman’s conception of 
production is materialistic and he is apt to believe, as even 
early economists did, that every productive effort must realize 
itself in some material result. Viewed from tliis point, produc¬ 
tion may be taken to mean creation of matter, but as we have 
already explained, while di.scussing the nature of consumption, 
matter cannot be produced. We can only transform it and give 
it more useful or more valuable form.' 

Some economist.s have defined production as the creation 

of utility but this is not an accurate conception of it, for an 

individual s effort may result in creating utility and yet it maj'^ 

not be regarded as productive. You go out for morning walks 

^gularly and it has very good effect on your physical health. 

This effort on your part has created a utility, and :i very precious 

utility it is inileed, but all the same such an effort cannot be 

regarded as productive. An effort to be productive mu.st result 

m creating something wliich can be sold for a money price, e.t/., 

something which possesses value. Production, therefore, may 

e rightly defined as creation of value rather than creation of 

uti ity or the creation of economic utility’’, as it is sometimes 
termed. 

repeat for the sake of emphasis that production refers 
to the creation of value and not to the creation of utility, though 
value may be created through the creation of utility. The 
student must clearly grasp the idea that all human efforts 
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resultint; in the creation of values create utilities, but all efforts 
creating utilities do nor create values. The various types of 
utility, which ultimately create value, may assume the follow¬ 
ing forms :— 

(f) Porm Utility. Any human effort resulting in changing 
the form of the material creates form utility- A potter turning 
clay into beautiful earthen pots ; a carpenter working upon a 
log of wood turns it into tables and chairs : a goldsmith work¬ 
ing on a piece of gold turns it into a beautiful necklace, etc. 
All such ejff'orts of various handicraftsmen result in creating 
form utilities and the articles thus manufactured are mucli more 
valuable than the original materials from which they are 
made and consequently sell in the market at high prices. Value, 
therefore, has been created by xdianging the forms of various 
materials. 

(ii) Place Utility. When a commodity is moved from 
a place where it has less utility to a place where it has more 
utility, place utility is created. IMangoes are very cheap at 
Saharanpur or at Hoshiar))m’ when their .season is in full swing, 
but when transported to otlier ]>a»ts of the country tliey fetch a 
high ijrice. This is becau.se the carrying tif tJics<! mangoes from 
the place of plenty to the place of scarcity has created place 
utility, which is reffected in a higher price. Value, therefore, 
has been created by changing the place of the commodity. 

Hit) Time Utility. Likewise, time utility is created 
wlien a certain article is stocked at a certain place for a certain 
period of time. Merchants who stock all sorts nf goods create 
time utilities ami they do so fnr a personal gain. They purchase 
various commodities, e.y. wheat, cotton, rice, sugar, cloth 
etc., store them tor a certain period of time, and are able to 
sell them at mncli higher prices lhan tl»ey paid for them thus 
pocketing the difference as their profit. This profit represents 
value which ha.s emerged as a result of the creation of time 
utility. 

(ic J Direct or Service Utility. Finally, direct utility is 
created by rendering direct services to the consumers. Your 
private servant produces utilities in the form of rendering 
various services to you. Your Professor is also rendering you 
service in teaching you and his salary is the price paid for his 
eBTorts to render service utilit5" to you. A host of other workers. 
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such as musicians, singers, dancers, legislators, judges, priests, 
etc., are engaged in creating service utilities by rendering 
their services direct to the consumers. 

4. Productive Occupations. In the light of what has 
been said above, it should not be difRcult to see what kinds of 
professions should be regarded as productive. Though there 
has been a great deal of difference of opinion among early 
economists as to what profe.ssions should be regarded as 
productive, there is now a complete agreement among them 
on this point. It is admitted on all hands that people enagaged 
in the creation of utilities described above should be regarded 
as producers. On this basis, productive occupations fall under 
the following heads :— 

(f) Industrial Occupations. These are further sub-divided 
into :— 

(a) Extractive indtistries. Occupations related to the 
extraction of materials from land, water and air. Agriculture, 
mining, fishing, fore.stry and extraction of various useful gases 
from atmosphere are all examples of this type of occupations. 

ib) Manufacturing industries are those occupations in 
which people are engaged in changing the form of materials and 
thus making them more valuable. Textile manufacturing facto¬ 
ries, iron a,nd steel manufacturing concerns, paper mills, match 
manufacturing, furniture manufacturing, etc., are all examples 
of thi:4 typo of industries* 

_. Commercial Occupations, which assume the following 

Transport industries, including railways, roads, 
and airways. All people engaged in the operation 
Of these industries, e.g., intellectual and manual workers em¬ 
ployed in them, are regarded as producers. Lorry-drivers, 

tonga-driver.s and village cartinen who ply for hire would also be 
inclurJed in this category. 

{b) Distributive Industries. These industries include men 
such as commercial travellers, commission agents and advertis- 

render valuable services in promoting the sale 
8.nci distribution of goods* 

Insurance. The modern system of pro¬ 
duction has become so complicated that a huge investment of 
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capital is required to set up modern industries and this involves 
a tremendous amount of risk. Banks and insurance companies 
render useful services in financing modern industry and in cover¬ 
ing the risks involved in tliein. They are therefore a part and 
parcel of the whole chain of producers. 

(Hi) Direct Service. This category includes all such per¬ 
sons who are engaged in rendering direct service to consumers 
or are employed in some branch of the state service. Among 
the former are doctors, lawyers, teachers, singers, musicians, 
dancers, domestic servants, etc., and among the latter are in¬ 
cluded civil servants, policemen, legislators, etc. 

Factors of Production. Pi odnction we have ilefinecl 
os'the creation of value. We have also explaine»l how value 
may be created by creating various forms of utility, e.y.. form, 
place, time and direct utilities. Now. smdi utilities cannot be 
created by man single-handed. The co-operation of .several 
agents is required. Tliese agents are known as factors of pro¬ 
duction. TJiere are four Agents or Factors of Production : id) 
Land. (/>) Labour, (c) Capital and (d) EiJterprise. 

(«) 'the term Land in Economics is nse<l in a special sense. 
It means not only an area of the earth, but in<dudes all that 
lies underneath or over it. It includes the soil, minerals, water, 
hills, temperature, rainfall, animal and vegetable resource.s 
given free by nature. In a word land includes all the gifts of 
nature that are of any use to man. 

ib) Labour menus all exertion of body or mind undertaken 
for a material reward. A gome played for pleasure is not 
labour ; played for money, it is labour. Driving your own car 
for pleasure is i«ot labour, driving some one else's (or your own) 
car for money is labour. To work on road, to te.acdi. to write, 
to think all is labour if it is done for money (mater ial return). 
Any exertion that creates marketabb* utilities is Isibonr. Older 
Economists distinguished between productive and unproductive 
labour. This distinction is meaningless. All labour is produc- 
tive. because it produces utilities. An exertion which is not- 
productive is not labour. 

(c) Land and Labour are called the primary factors of 
production. The name Capital is given to those products of 
land and labour which are used not for direct (^^^nsumption bur 
for further production. Factories, machines, canals, etc., are 
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all capital goods. Difference in many cases is merely of inten¬ 
tion. Coal, for instance, if intended for warming your bedroom 
is not capital ; if intended for the boiler in the factory it is 
capital. 


id) Enterprise is only a form of labour, but it performs 
such distinctive functions that it is regarded as an independent 
factor of production. The enterpriser is also called the under¬ 
taker. But the most popular name is the French Entrepreneur 
which has (^ome to connote all the functions of this factor. Its 
primary functions are to bring together land, labour and capital 
in the intere.sts of production, to initiate the productive process 
and hear the ultimate risks of the enterprise. It is through 
him that the other factors of production receive their rewards. 
He is the purchaser of their services in the first instance. An 
entrepreneur may be an individual or an organised group like a 
partnership, a joint stock company, a municipality or the state 


in some cases. 
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more important tlian the others. Judging from the indispens- 
ability of all of them, at the present stage of economic develop¬ 
ment of society, it is very difficult to draw any distinction 
between them on the score of their importance. All the four of 
them must co-operate in order to mike production possible. 

Some economists, however, have drawn a distinction bet- 

l7n 1 secondary factors of production. 

Land and labour are regarded as primary factors of production 

ra'clmV^'f iT’ as'^secondary 

r.r wh 1 . , u" contention it is argued 

d iction tl “"m factors of pro- 

iction, the other two are derived from them. Enterorise is 

l‘rbo''ur® Oaf irt" is merely a part and parcel of 

abour. Capital represents stored-up labour or at best the result 

forrXr labour. Landaud labour, there- 

whi;,h noUiirg^c"l"beTrodred.'"‘^‘°^" Production, without 


• 4 ” 

IQ V 


these V'*’ ‘‘ t'’ b® decided which of 

witLl hi.r ‘he other, lome 

as a passive '‘soutcr^f ’and 

-nother and labour the fatlTr "oV^tL S,’ ’ILier.^^todt^- 
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tion. On the basis of such arguments it is attempted to prove 
that labour is more important than land and therefore is the 
fundamental factor of production. 

We do not, however, agree with this view, because it 
appears to us to be unduly favouring labour. We quite agree 
with the idea that both of the.se factors of production, land 

and labour ai'e very important and indispensable. If there is no 
land, it is practically impossible for man to produce anything. 
He must have at least a standing room and sufficient space for 
the operation of his productive faculties. Likewise, land alone 
also cannot produce anything and it is an established fact that 
without the assistance of labour, the present stage of the 
development of productive system could never have been 
achieved. We do believe, however, that, there have been times 
when land was more important riiaii labour arul rice versa. Far 
back in the ancient times when man was still a savage, land 
produced everything of its own accord. Man used to go out 
and found hi.s food ; he never produced it. At the present time, 
on the other hand, the balance is in favour of labour. Though 
land left to itself would produce something even now, but 
mo.st of the articles available to us for con.siunption cannot be 
produced witliout the initial help of labour. Labour certaiijly 
is more important than land under the modern system of pro¬ 
duction and it is destined to remain so as long as man continues 
to lead the way. 

\ Efficiency of Factors of Production. Efficiency of a 

factor of production refers to the effectiveness with which it is 
employed in the productive system of a country. Efficiency 
refers to the relative amount of returns with a given amount 
of effort. By tilling two pieces of land exactly in the same way 
we may get greater amount of production from one than from 
the other. In this case the piece of land yielding more pro¬ 
duction will be known as more efficient than the piece yielding 
less production. Likewise, two workers working under the 
same conditions may turn out different amounts of work. Tlie 
one turning out more will be described as more efficient than 
the other and so on. 

Efficiency of the various factors of production is influenced 
by a number of factors, which will be discussed in detail at 
their proper places in subsequent chapters. For the present, 
we may say that the general level of their efficiency depends 
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upon the economic conditions prevailing in a country. In 
western countries the standanl of efficiency of the factors of 
production is much higher than that found in our country. 
Dr. R. K. Das makes it clear in his book, 'Vhe Industrial 
Efficiency of India that two thirds of the potential efficiency 
of various factors of production in our country is wasted. This 
is really a very bad situation and is the real cause of the dire 
poverty prevailing among the masses of our country. 'Phe only 
remedy for this state of affairs is to remove this waste of 
productive efficiency. 

8. Mobility of Factors of Production. Generally speak¬ 
ing mobility of a factor of production refers to the ease with 
which it can move from place to place or from one employment 
to another in search of better prospects. The degree of mobi¬ 
lity of factors of production has a great bearing upon their 
respective efficiency. Better the mobility, higher is the effi¬ 
ciency of a factor of production and rAce versa. If a labourer 
IS mobile, he is able to earn better wages, because he will take 
the earliest opportunity of moving to places or employments 
which promise better wages. Similarly, by greater mobilitv 
capital will earn more interest, organization or enterprise higher 
profits and land more rent. 


Summary 

Proauctioii is cnrried on by private individuals and for the market 

ProdQctive pn.cess is a long chain from the production of raw material 
op to the Httkge when goods reach the consumers. 

Prodaotinn does not mean creation of utility but creation of value 

(4, dS tinty, 

Production and occupations. 

(I) Industrial. Extraction and manufacturing. 

lal Transport, distributive, banking and insurance. 

to) Direct Service. 

y tabonr, capital and organisation 

rtelative tmportanee of the factors, of production.. ^ 

Some economists hold land and labour to be primary factor.* unH i 

"" secondary. Of these labour is active a^d Uw passfve 
both these factors are equally important and indispensable, although labouJ 
18 more important than land in modern times. ® 

It denpln!’®”®^ Production. Efficiency means effectiveness 

lep^ds on several factors and economic conditions prevailing in the country’ 

Mobility of Factors of Production. It means the case with which 1 

another or from onfe. employment to another 
Bettor the.mobihty greater the effiqiendy. It applics-to all factors. 



CHAPTER VI 


LAND 

1. Meaning and Importance. The term land, as used 
in economics has a special meaning. It refers to all those free 
gifts of nature which are available to men for employment in 
the production of wealth. Used in this sense, it includes : — 

(i) The surface of the earth which is utilized for cultivat¬ 
ing, mining, building, etc. 

(«') Minei-al resources found below the surface, and like¬ 
wise underground water. 

(Hi) Rivers, lakes, etc. 

(iv) Forests and mountains found in a country. 

(t?) Climate, e.g., light, air, heat, rains, atmospheric, gases, 
etc. 

ivi) Chemical qualities of the soil. 

Natural forces, such as gravity, tides, magnetism, etc. 

(viii) Seas and Oceans. 

Land, therefore, understood to mean all the aforesaid gifts 
and forces of nature, represents the physical basis of production. 

It supplies minerals, water power, fertile soil, vegetable 
and animal resources, climate, geogiaphical situation,, etc., to 
a country. All of them are of primary importance for produc¬ 
tion. What a country will produce depends greatly upon what 
material resources it commands. A country having vast fertile 
areas with adequate supply of water will prosper as an agiicul- 
tural country, another with coal and iron mines and hydro¬ 
electric possibilities can progress industrially. Geographical 
position and climate determine the character of the people and 
the nature of their productive activity. It is true that by 
international .trade countries may be able to acquire certain raw 
materials and foods which nature denied them but a country 
which is poor in all the material resources has miich less chance 
of economic prosperity than that which is rich in such resourc ¬ 
es. Of course, due to historical accidents and lazines.s of the 
people certain countries may remain undeveloped, even though 
nature has given them an abundance of resources. Nations 
with poorer initial resources may control and e^cploit others 
with a richer heritage. India is more gifted than Great 
Britain, and China more than Japan as far as natural resources 
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are concerned. But the people of India and China liave not 
made as good a use of their resources as those of Great Britain 
and Japan have of theirs. But, ^\hetller a country derives 
its sustenance from its own land or some other country’s the 
importance of the factor of land in production caimot be denied. 

The importance of land as a factor of production should be 
carefully noted. It is described by some Writers as a passive 
factor of production, but that does not decrease its importance. 
Land is an absolutely indispensable factor of production. In 
every sphere of his productive activity man is dependent upon 
land. It provides him with air, heat and light, without which 
life itself is impossible. While its vast surface enables man 
to carry on his agricultural activities and produce numerous 
agricultural commodities required for human subsistence, its 
rich mineral resources enable him to carry on his manufactur¬ 
ing activities, providing him with coal, iron, copper, brass, 
zinc, gold, silver, etc., to be turned into useful tools and 
implements, machinery and various kinds of jewellery. W’ith- 
out land no dwelling place, no factory, no business house, no 
railway, no road, no steamship or aeroplane could come into 
existence. In short, we may conclude that no productive 
activity can be carried out without land. 

2. Peculiarities of Land. Land as distinguished from 
other factors of production, possesses certain peculiarities of 
its own. These peculiarities may be briefly described as 
follows: — 

(i) Free gift of Nature. Land is a free gift of nature pro¬ 
vided to man. It has come into existence as a result of the 
creation of nature and no amount of human effort, however 
strenuous, can create any appreciable amount of it. 

(ii) Limited Supply. Land is limited in supply. This is 
just a corrolary to the first feature. Due to the fact that land 
can be produced by nature alone, its supply at a particular 
time is limited and therefore cannot be increased or decreased 
to suit the needs of humanity. 

(iii) Difference in quality. All lands are not of the same 
quality. They rather differ from one another in possessing 
varying degrees of fertility. This fact, as we shall note later, 
IS responsible for the existence of rent, because more fertile 
lands yield more produce than less fertile ones. 
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(iv) Difference in siiuation. Likewise, all lands are not 
equally situated. There are some situated near the market 
and others away from it. Other things remaining the same 
this fact also affects the productivity of laml e. g., lands situat¬ 
ed near the market can be more productively used than those 
situated away from it. 

(v) Lack of mobility. Land is immobile in the sense that 
a certain piece of land possessing better fertility or situation 
cannot be transported from one place to another. The fertile 
land of Indo-G-angetic plains cannot be transported to the 
deserts of Rajputana ; nor can better situated lands of Amritsar 
be transferred to Lahore. 

Land, however, is mobile in the sense that its ownership 
can be shifted from one person to another and also in the 
sense that a certain piece of land can be used for raising one 
crop or the other depending upon its suitability. Land may 
also be described as a mobile in respect of its use. c.g., a barren 
land situated in the vicinity of a city need not necessarily be 
used for raising crops : perhaps it can more usefnlly be em¬ 
ployed for purposes of constructing buildings. 

3. Efficiency of land. Kfttciency of land refers to its 
productive power, i e., whether it yields more or less. If by 
spending a certain amount of capital and labour we can get 
more from a particular piece of land as compared to another we 
speak of the former’s efficiency being greater than that of the 
latter. The productive power of land depends on various 
factors, the more important of which are described below : — 

(i) Relief. The fact whether a particular piece of land 
is situated in plains, at the foot-hills or on the mountains has 
its due effect upon the nature and quality of its production. 
In the plains of India, as we know from our experience, quite 
different types of crops, are grown as compared with those 
grown in hilly tracts. 

{ii) Climate. A favourable climate for the growth and 
development of crops will enhance the yield of land per acre, 
while an unfavourable climate will be the cause of low pro¬ 
ductivity. Warm and moist climate of Bengal is especially 
suited to the growth of rice and jute, while the hot and dry 
climate of Rajputana is not conducive to the growth of 
vegetation. Hence, the vast difference in the productive 
capacity of lands situated in these two parts. 
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{Hi) Rainfail. A certain amount of rainfall is essential 
for the proper growth and development of most of the agri¬ 
cultural products, while excess or scarcity of the same may 
prove harmful. That is why Assam and south-western part 
of the Punjab are not so productive as the rest of the Punjab. 
U.P. and Bengal. 

(tn) Coastline. A broken coastline dotted with natural 
harbcnirs is also conducive to the productivity of land because 
it stimulates industry and trade, which in their turn react 
favourably on the development of agriculture. The prosperity 
of the British people has been due to a large extent, to the 
broken coastline of the Isles. 

(v) Situation. If a certain piece of land is situated near 
the market, it will yield better returns than another piece of 
similar fertility situated far away from it. Lands situated 
near Lahore and Amritsar, used for agricultural purposes, earn 
several times more rent than similar lauds situated in the 
remote corners of the Province. 

(vi) Means of Transport and Communication. Other 
things remaining the same, the exi.stence of the efficient trans¬ 
port and communication increases the productive capacity of 
lands situated in that locality, because they are brought in 
touch with the market. 


(vii) Availahility of capital. Capital is required to pro¬ 
duce everything as also agricultural products. The use of capi¬ 
tal in the form of improved tools and implements and efficiert 
machines increases the yield from land. Indian peasant depends 
upon the use of very crude and simple types of tools and there¬ 
fore the productive capacity of land, is much less than that of 

lands in western countries. 


oi land 


iviii) Human effort. Much of the efficiency . _ 

kWetsT" employment of efficient 

labourers, and efficient orcanization bringing about a balanced 

co-operation between various factors of production go a long 

ot laml productive capacity of land. The fertility 

be improved by concerted efforts of man on plough 

sub-sod wat?’ drainage or on the proper use o) 

O soil water and chemical constituents of land. 

factor^f Intensive Cultivation. Laud as a 

production is utilized for purposes of cultivation in 
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co-operation with other factors. The i j 

--me either of the two forms, o“r “ens^T 

When more and more land is brought under cultivation ^Xh 
a view to meeting the increased demand for agricultural com¬ 
modities due to a constant increase in population the cultiva¬ 
tion is said to be extensive. On the contrary, when efforts are 
made to produce more from the land already under the plouirh 

s^dThe iLXslve!'"® thoroughly, the cultivation is 

(i) Extensive Cultivation. This type of cultivation is 

an"othe?fLrto®"' isTound in abundance 

and othei factors of production are scarce. In such countries 

labour and capital are comparatively expensive and land is 

ess e.xpensive. It may be available free of cost or just for 

onaoc^"Vr“® “"’n demand rent for the use 

of land Whenever, thaiefore, more produce is required more 

land IS brought under cultivation and efforts are iLde to get 

maxiiniim production per dose of capital and labour applied 

111 cultivation. In such cases when land is available in plenty, 

verj^ little ploughing or hoeing is done ; there is neither proper 

rotation of crops nor the use of manure for improving the 

feitility of land It may be allowed to remain fallow, that 

IS uncultivated, for some time to regain its fertility bv natural 
means. j 

‘"a*''A® oj't'vaHon is found in countries like Canada, 
the U. b. A., Australia and Russia. 

(ii) Intensive Cidtivafion. In old countries, where land 
IS very scarce and labour and capital cheap, intensive cultiva¬ 
tion is practised. Whenever any increase is desired in the 
total amount of production, it is obtained by applying more 
capital and labour to the cultivation of lands which are alreadv 
under the plough. They are cultivated as intensivelv as 
possible and thus every effort is made to increase their produc¬ 
tive capacity by means of applying natural and chemical 
manure, deep ploughing, proper hoeing, scientific rotation of 
crops and scientific methods of drainage, etc. Thus most un-to 
date, modern and scientific methods are used for securing more 
production per acre. 

V- 1 oultivatiou is carried on in old countries like 

Kngland.. Denmark and (rermanv. 
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What kind of cultivation is carried on in India? India 
is an old country with small land holdings, and labour is very 
cheap here. From these conditions it appears that she is suited 
for intensive cultivation. But, unfortuntely. the methods used 
by the Indian cultivator are of the extensive rather than of 
the intensive type. The age-old plough used by him is unfit 
for deep ploughing; he is practically unacquainted with other 
modem implements ; he cannot afford the use of chemical 
manures, nor does he realize their importance ; and scientific 
drainage or rotation of crops are likewise unknown to him. In¬ 
tensive cultivation is the crying need of the country and this is 
the oply solution of the problem of the shortage of our food 
supply. 


Summary. 

Land ill Economics refers to free gifts of iiatnre nii<I includes surface of 
the earth, mineral resources, rivers and lakes, furests and mountains, climate, 
soil, natural forces like gravity, seas and oceans. 

fn evei-y sphere of his economic activity man is dependent on land. It 
provides him light, air and heat without which he cannot live, surface for 
agnculture and materials for manufacturing industrie.s. 

Peculiarities of Land. (1) It is a free gift of nature. 12 ) Limited 
supply. (3) Differences in quality. (4) Difference in situation. (5) Lack of 
mobility. 

of/and depends on —(1) Relief. (2) Climate (3) Rainfall, (4) Coast¬ 
line, (6) situation, (6) means of transport, (7) availability of capital, (8) Huinnn 
effort. 

Kxtensioe eultivalion is when more and more land is brought under 
cultivation. It happens in new Sountries where land is abundant while <dher 
factors are scarce. 

InleHiioe CuHivatinn is when more labour and capital are applied to the 
same piece of land. This is the case when land is scarce. 

The terms extensive and intensive refer to the method of cultivation 
rather than to the size of the farm. Intensive cnltivatiou implies scientitic 
aj^riculture and extensive cultivatiun implies unscientific cultivation. In India 
the aize of the holding is small but cultivation is extensive. 


CHAPTER VII 


LABOUR 

1. Meaning of Labour. Labour has been defined as 
“any exertion of body or mind undergone, partly or wholly, 
icith a view to some good nfher than the pleasure derived 
directly from the work.” This definition given by JDr. Marshall 
has important qualifications. The term labour, \T\t\ie first pi ace ^ 
is applicable only to human exertion. The work done by ani¬ 
mals, such as donkeys, horses, oxen and camels is not to be 
regarded as labour ; it falls under the category of capital, as we 
shall see later. Secondly, the conception* of labour in Econo¬ 
mics includes not only the physical exertion undergone by 
workers such as carpenters, smiths, farmers, artisans and factory 
workers but also mental exertion undergone by intellectual 
workers such as doctors, teachers, lawyers, statesmen, managers, 
writers, etc. Thirdly, the term labour, in its strict economic 
sense, refers to tliat exertion of body or mind which is under¬ 
taken for a definite material gain. Interpreted in this sense 
the term labour excludes numerous types of work from the 
category of labour For instance, the members of a hockey 
or football team do not labour when they are playing a prac¬ 
tice match or even when they are playing a university match 
for winning the trophy for their exertion is considered labour 
when they play as professionals for remuneration; mother’s work 
in looking after her children is not labour, but that of a nurse 
employed for the same purpose is ; a college professor coaching 
hia own children does not labour, but he labours when coaching 
other students in return for payment. All this shows that 
labour has to result in a material reward and all exertion of 
body and mind not calculated to bring meterial return is not 

labour. 

Some writers add still another qualification and maintain 
that an exertion to be classified as labour must necessarily be 
irksome or tuipleasant. It is the painfulness of the exertion 
that makes it labour ; if it is pleasant to undertake, it is not 
labour. But this qualification does not appear to be so sound 
as that of the material reward. You are employed as a mana¬ 
ger of a big industrial firm at a monthly salary of Rs. 2,000 and 
vou have to work in a beautifully decorated ofiSce so that you 


LABOUR 


77 


I • 


enjoy your work. It is not irksome or painful, the very thought 
of having Rs. 2,000 every month takes all the sting out of it. 
But it is labour, because you are paid for it. On the other 
hand, a college professor may consider the coaching of his own 
children just as painful and irksome as a private tuition but his 
work of the former type is not labour because he is not paid for 
it. 

'^'2. Importance of Labour. Labour is very important as 
a factor of production. As we have already seen, it is regarded 
as an active factor of production while land is considered only 
as a passive agent- As the present stage of economic develop¬ 
ment of society, labour may be rightly described as the most 
important factor of production, because notliing of importance 
can nowadays be produced without the assistance of labour. In 
highly industrialized countries like Great Britain and Germany 
more than three-fourths of their national income may be ex¬ 
clusively ascribed to labour. And even in predominantly agri¬ 
cultural countries like India, practically all the agricultural 
products are produced with the help of labour. Without labour 
it would be simply impossible for us to have numerous dainty 
dishes at our dining tables, or to have equally numerous kinds 
of clothes to wear or to be able to reside in beautiful houses. 

It is man who has subdued nature and harnessed its forces 
to make them serviceable for his own use. Water, air, sun- 
shine, and atmosphere have all been driven to the service of 
humanity merely through the exeition of labour and it is 
because of it, i.e.. labour, that we today enjoy things like 
electric light, fans, radios, steamship, aeroplanes, etc. All natu¬ 
ral resources, such as mines, quarries, forests, etc., are exploited 
by labour and we may, therefore, conclude that all production is 
at present realized with the help of labour. We must, however, 
be clear that while all production is the result of labour, all 
labour does not necessarily result in the realization of production. 
We now proceed to dicuss this problem. 

3. Productive and Unproductive Labour. We have 
said above that all production is the result of laboui\Jjut all 
labour does not result in creating values that is all labour is not 
productive. But why is this so ? 

Whether a certain type of labour is productive or not de¬ 
pends upon the meaning we attach to the term production. 
There has been a great deal of controversy among economic 
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thinkers and writers on this point. The Physiocrats, a school 
of economic thinkers which floiirislied in France during the 
latter half of the eighteenth century, believed that only those 
workers could be regarded as productive, who were engaged in 
extractive industries, e.g.y agriculture, mining, fishing, hunting 
and forestry, because their efforts resulted in producing a sur¬ 
plus product net’ or net product. Their idea of production was 
confined to the creation of a surplus \ and they further believed 
tliat net product or surplus could be created only in extractive 
industries. Manufacturing and commercial industries were 
regarded by them as sterile ami therefore labour employed in 
th em they considered as unproductive, because it did not result 
in the creation of a ffurplus. A manufacturer produces an arti¬ 
cle at a cost of Rs. 10 and sells it for the same amount ; there is 
no surplus. Likewise a commercial man purchases a certain 
articde at a certain price and sells it at an apparently higher 
price but tin's <lifference is due to the cost of transporting or 
storing of the commodity: there is no genuine surplus. Hence, 
all such workers are unproductive. Similarly, menial servants, 
intellectual worker.s. singers and opera <l}«ncers, etc., were 
regarded by them as unproductive because their efforts did 
not result in bringing about a surplus 

'I'he classical school of economics in Great Britain was 
greatly influenced by pbysiocj atic writings and, though they 
tried to restate their conception of production, they could not 
shake off the physiocratic influence Their conception of pro¬ 
duction was the creation of tangible commodities. According 
to Adam Smith, the leader of thi.s school, any labour to be 
regarded as productive must “fix or reali 2 e itself in some parti¬ 
cular .subject which endures after the labour is done.” He 
believed that tlie “capital ei ror” of tlie plrysiocratic system lay 
“in its representing the cla.ss of artificers, manufacturers and 
merchants as altogether barren and unproductive.” He regard.s 
them just as much productive as workers engaged in extractive 
industries. 

It is strange, however, to see that the influence of physio¬ 
crats was .so strong that even Adam Smith could not see that 
domestic servants and intellectual workers could be regarded 
as productive. While comparing the former to manufacturers 
he observes: “A man grows rich by emplo 5 Mng a multitude of 
manufacturers ; he grows poor by maintaining a multitude of 
menial servants,” and about the latter he says: “In the same 
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class of unproductive labourers must be ranked both some of 
the gravest and most important and some of the most frivolous 
professions : Churchmen, lawyers, physicians, men of letters of 
all kinds, domestic servants, players, biitFoons, musicians, opera 
singers, opera dancers.” 

Modern conception of production has entirely changed 
and now every type of labour which finally results in the crea¬ 
tion of value is regarded as productive, so that it is possible to 
see all labourers engaged in extractive, manufacturing and in 
commercial industries, or those engaged in rendering direct 
services of various types are productive. Unproductive labour is 
only that which does not result in the creation of value. If a 
building collapses when it has just been erected, all labour spent 
on it would be unproductive. Misdirected lab nir which like¬ 
wise may finally not yield any valuable fruit shall have to be 
classified as unproductive. 'I'he original scheiiu^ <if (instructing 
Panama Canal, for instance, had to be abandoned after a certain 
portion of it had been constructed, and hence all the labour 
spent on the construction of that portion was unproductive. 

Peculiarities of Labour. Like land labour too has 
certain distincti^ve and special features of its own as a factor of 
production. They may be briefly explained as follw.s :— 

{i)*'Insepa*'ahUify of labour from the labourer. Laboui- 
cannot be .separated from the physical person of a worker. 

he worker has to deliver his labour in person; it is not like a 
commodity which can be delivered at any place. 

^^f'i^hability of labour. Labour is more perishable 

the most perishable commodity. An hour’s labour wasted 
means an hour’s labour lost for ever. Labour cannot be stored 
ike a commodity, which can be taken out whenever it is need- 

®*^ber to be used or it must perish. 

{Hi) I^acJc of bargaining power. The worker, it is said, 

IS a wajR at a disadvantage in bargaining with liis employer. 

IS conclusion is the logical result of the previous characteris- 
»c o labour, i.e., its peri.sliability. Because of the fact that 
le \voi ver knows that a day without work is an irreparable 
S3 o iin. he is forced to accept low wages and this fact also 
ncourages the employer to force him to do so. 

• immobility of labour. Labour is very immobile, 

A(L.« Q easily move from place to place. I^ong ago, 

mith wrote that of all the luggage labour is the most 
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difficult to move, because moving of labour means moving of 
human beings who have sentiments, feelings and prejudices. To 
a machine it doe.s not matter whether it is used to pump sewage 
water or drinking water, but to a labourer it makes all the 
difference. 

(u) Difference in efficiency. Labour differs in efficiency. 
All workers ai'e not equally efficient because all of them do not 
have equal capacities and opportunities. We shall later study 
the reasons responsible for the differences in the efficiency of 
different workers. 

{vi} Ineiafific SuppJy. The supply of labour, it is said, 
is inelastic, because it cannot be changed to meet sudden changes 
ill demand. If there is a sudden increase in the demand for 
labour, new supply, unless it is imported from abroad, will not 
be available all of a sudden. It will take about twenty years 
before the new born babes are reared and placed at the disposal 
of employers. And even if the population is adequate, it takes 
time to train labour. In the present war, the loss of pilots 
causes greater concern to tlie belligerent states than of the 
aeroplane.s. This Is because it takes much longer to produce 
the former than the latter. Nor can a sudden fall in the de¬ 
mand for labour cause a sudden decrease in its supply, for we 
cannot kill human beings simply because they cannot get jobs. 

5. Supply of Labour. We have just been speaking of 
the supply of labour. Let us enquire into this in greater detail. 

What is meant by the supply of labour in a country? The 
total amount of labour supply available in a country depends 
\ipon (e) the size, of population, Hi) efficiency of labour, and 
iiii) Migration of labour, e.g., immigration and emigration. The 
supply of labour force in a country may be increased either 
by increasing the natural growth of population, or, by improv¬ 
ing the efficiencv of the existing workers, or if it is iminediate- 
ly^’needed. by immigration, i.e., by importing workers from 
foreign countries. Likewise, a reduction in the supply of labour 
in a country may be affected by lowering the efficiency of her 
workers or by emigration f.e., by sending workers to foreign 
countries. 

These problems require further discussion. 

6. Malthusian Theory of Population. The natural 
growth of population in a country is indicated by the birth rate 
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7ni/ius the death-rate. The birth-rate depends upon custom.s 
such as the age of marriage, and the practice or absence of 
birth control. The death-rate is determined by the frequency 
of disease, famines and wars along with practices of abortion 
and infanticide. Ignorance and bad social customs accompanied 
by poverty can work havoc in this connection. In India birth¬ 
rate is very high but so is the death-rate. The rate of popula¬ 
tion growth is not very high (about 10% in a decade of pros¬ 
perity). But due to the lack of scope for emplo 3 "ment—other 
than agriculture—the pressure of population on land has become 
very heavy. This has led to growing poverty and general in¬ 
efficiency of workers as producers. 

The problem of the growth of population was scientifically 
studied by Thomas Malthas (1776-1834) an early Knglish econo¬ 
mist. He was the son of aclergj^man and therefore hadareligious 
attitude towards life. In his youth, when the Industrial Re¬ 
volution had just set in, he was deeply touched by the appalling 
conditions and the poverty prevailing among the masses of his 
own country in particular and those of the countries of the 
European continent in general. He therefore set out to in¬ 
vestigate the causes responsible for the prevalence of such 
conditions. In his investigations, he had to undertake consider¬ 
able travel and observation. He not only went over to the 
European countries to compare the conditions prevailing there 
with those prevailing in (^reat Britain, but he also went to 
America to verify his conclusion. ^Vith respect to the increase 
in numbers, he did not confine his investigations to the human 
race, but extended them to the animal kingdom as well. His 
conclnsions are embodied in his celebrated treatise. **An E.ssay 
on the Principles of Population/’ which wa.s published in 1798. 
He was a clergyman by birth, a mathematician by training (for 
he held an English degree in raathematic.s), and an economist 
by profession, for he was a Professor of History and Political 

Eoo.nomy in the Haileybury College. His Essay exhibits all- 
these traits. 

Briefly, he maintains that unchecked by extraneous fac¬ 
tors, pepulation tends to increase much faster than the means of 
su sistence, f.e., foodstuffs. In the zeal to state his conclusions 
as emphatically as possible Malthus appears to have gone to an 
extreme ; for here he brings his mathematics to play its role, 
and says that under normal conditions population tends to in- 
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crease in geometrical progression i.e.. 1, 2, 4, 8, 16, 32, 64, 128 
etc., while means of .subsistence increase only on the basis of 
arithmetical progression i e., 1, 2, 3, 4, 5, 6. 7, 8, etc. On the 
basis oi his study of the conditions prevailing in America, he 
states that population donble.s itself in twenty-five years, while 
it is impossible for foodstuffs to do so. He further maintains 
that in every country population has a tendency to outstrip 
the food-supply ; that this has happened in the past and is likely 
to happen in the future, and that nothing but a dark future, 
poverty, disease and death, awaits humanity. 

If population doubles itself in twenty-five years, how is it 
that we find so much space on this globe at present? To this ob¬ 
jection Malthas replied tiiat it is due to the fact that the growtii 
of population is not allowed unchecked. There are two typ(‘S 
of checks which prevent the natural growth of popnlution. 
These checks he calls l^osifire checks ami Preventive checks. 
Positive checks are famines, diseases, pestillences, earthquake.^, 
wars, etc. and they check the growth of population by increas¬ 
ing the death-rate. Preventive checks are celibacy, late mar¬ 
riages, voluntary control in married life and birth control. 
These checks limit the growth of population by decrefising the 
hirthrate. 

Malthus believes, that if the rapid growth of population is 
not checked by means of preventive checks. Nature has her 
vengeance upon man and the growth is checked by positive 
checks. He, therefore, exhorts his countrymen to exercise 
preventive checks and as a clergyman empliasises the neitessity 
of celibacy, voluntary control and postponement of marriages 
rather than adopting birth coiitiol measures. 

7, Critical estimate of the Malthusian theory of 
population. The theory of population as etiuiiciated by Malt¬ 
hus has been criticized on various grounds, which may be stated 
as follows : 

a) Lack of Historical Proof. It is argued that the theo¬ 
ry lacks iiistorical precision. It is true that the conditions pre¬ 
vailing during the days when Malthus wrote his thesis warranted 
such an impression, but recent histoiy has completely falsified 
his conclusions. The Industrial Revolution. leading to the 
application of machinery to agricultural am! manufacturing 
industries has brought about a tremendous increase in produc¬ 
tion. As a matter of fact, the situation has just been reversed. 
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e.g. iu highly industrialized countries produijtioii as a whole 
and therefore the means of subsistence have increased faster than 
population. .Some countries, like France are faciny the problem 
of the shortage of population. It may be* mentioned, however, 
that Malthns did not include his mathematical formula in the 
second edition of his Essay. All this shows that Malthus, evi¬ 
dently, could not foresee the wonderfi^l achievements which the 
Indiistiial Revolution had yet to accomplish and was rather 
hasty in making his pronouncements. 


(f/1 Inaccui-acif of the Mathematical Formula. It i.s 
fui'tlier argued that even if Malthus’ contention is granted for a 
minute it is hard to believe in the accuracy of the mathemati¬ 
cal formula which he applies in this connection. It is hard to 
pi’ove that population iticreases on the basis of geometrical pro¬ 
gression while means of subsistence are subject to arithmetical 
progression. Tlie most that can be said is that population has 
a tendency to increase faster than foodstuffs. 


iiii) Inadequate Scope. Again, the critics maintain that 
tlie growth of population should be viewed not in relation to 
the increase of food supply alone but in relation to the increase 
in the total wealth of a country as a whole. Great Britain, for 
instance, cannot produce so much of food stuffs, but by means 
of her mauufactui ing industries she is able to exchange her 
manufactured goods for food stuff's with foreign countries and 
thus can f?et us much of food as she needs* 

(fi?) I essiniistic Ooncliision. Finally, it is argued that 
the conclusion at which Malthus arrived as a result of his investi¬ 
gation e.g., dark future awaiting humanity, is too pessimistic. 
VVe in the twentieth century know full well that people are 

much better off nowadays than they were in the eighteenth 
century. 


XT 1 * 1 . all such criticisms levelled against the 

Malthusian theory of population, we must admit that as a 
general statement of tendencies it is true and is still applicable 
to economically backward countries of the world such as India 
anU China. -We in India have increased in numbers. We have 
increased in quantity but not in efficiency or productivity. It is 
because of this that India is regarded as an over-populated country. 
tW population is not an increase of labour power 

de w^th^e production. In fact, from the point of 

Mew of the employer, inspiteoflongworking hours and low wages. 
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labour in India is costly because of its low efficiency. In 

is°ffiehlTna^d Kingdom and U. S. A. even though fabour 

IS highly paid it is comparatively cheap because of its high 
eiriciency. 

r 8. Efficiency of labour. Efficiency or productivity of labour 
depends upon a large number of factors. Among these are:_ 

•iu Racial Characteristics. Some races are better endowed 
with physical and mental capacity than others. Racial cha¬ 
racteristics are acquired from environments and racial experience 
and are passed on by heredity. Racial factor should not be 
over-emphasized. Most of the so-called be acquired by creating 
better conditions of work, education and training. 

iii) Physical Health and general intelligence. The former 

heredity and partly by the conditions 
ot hie and work. Physical health can be considerably improved 
by application of the medical science to individuals and group.s 
ot incIivuUials. Disease can be prevented or cured. Better .sanita¬ 
tion can be enforced. Proper and sufficient food must be available 
to the people to keep them in good health. General intelligence 
too IS an important factor to be taken notice of. In fact brain 
is no less signticant than brawn in this connection. 


Uii) General and Technical Education. Mental capacity 
and skill can be developed by education and training* Genaral 
education develops general qualities of imagination^ resource- 
fulness, mental adaptability and quickness of understanding. 
Technical education develops special aptitudes for speciali.sed 
work in industry. India does not have sufficient opportunity 
for acquiring technical education. Our scheme of general edu¬ 
cation also has serious defects. It has no particular plan or 
purpose. 

iiv) Moral Quality —Honesty, integrity and sincerity are 
attributes which greatly add to the efficiency of production. 
The attitude towards life. i.e. optimistic outlook on life will affect 
efficiency in its own way. 

(w) Conditions of Work. Efficiency of labour is con¬ 
siderably influenced by the general surroundings and conditions 
in which work is performed. Healthiness of the environment 
promotes efficiency. Over-work, or long hours of work, ir¬ 
regularity and uncertainty of payment, unsympathetic employers 
are damaging factors for efficiency on the other hand. Hope of 
promotion and sense of responsibility are favourable factor.s. 
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(u 2 ) The extent of wages has an intimate relation 

with efficiency. Higher wages enable the worker to maintain 
a highy standard of living which means better food, better 
cl othing, better^ shelter, education and recreation. All these 
promote physical and mental health and efeciency. 

In India wages are low because of low productivity of our 

workers but low productivity is not in a small measure due to 

low standard of living or low wages. Thus a vicious circle has 

been created. This can only be broken by a strong national 

effort at reorganising our whole economic life. The “economy 

of higher wages” is a commonly recognized principle in the 
Western countries. 


{viz) The method of spending wages. Efficiency of 
workers is greatly influenced by the manner in which they 
spend their wages. If they are spent in procuring nourishing 
food and securing better environment, efficiency of work in¬ 
creases. On the other hand, if the major share of the wages 
covers the expenditure on drink, opium, smoking etc., or is lost 
in gambling, efficiency naturally suffers. 


Efficiency of an indi¬ 
vidual worker is also determined by the way he is made to 

work—whether the task is allotted to him intelligently, whethL 

he works by hand or by machine. This is a matter of organizr 

tlst 3°'’ according to one’s 

taste and talents and of availability of technical help. 

of raw material made available too is not 
Without its influence on the efficiency of labour. 

{x) Division of Labour. Division of labour greatly in 

fluences its efficiency. When a whole task is spilt up into 
various parts and different parts are entrusted to different 
workers, such workers become experts in performing their res^^ 
pective duties. The amount of production thus realized i«. 
gi eater than that produced by a single worker 

.h. .M. ,„t, z, o™£. 
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of population, efficiency of labour and migration of labour. The 
first two factors having just been discussed, we are now in a 
position to take up the third. •f 

There are two* types of migration of labour; namely, 
immigration and emigration. Immigration refers to the *»ioye- 
ment of labour into a country from foreign countries. This 
method is resorted to by new countries having sparce 
tion of their own and thus requiring more labour force. or- 
kers from foreign countries are invited or attracted for the 
exploitation and development of natural resources of the^ coun¬ 
try. This has been true of countries like the U.S.A,, Canada, 
Australia and South Africa. But at present all these countries 
have by enacting discriminatory immigration laws, practically 
banged their doors against those very people who helped them 
in achieving their modern development and prosperity. 


Emigration is a movement of labour from a counto'^ to 
foreign countries with a view to better their prospect.s This 
policy IS adopted by the old and economically backward count¬ 
ries. such as England. India, China and Japan barge numbers 
of workers from these countries have gone to foreign countries. 

because it. has been very difficult for them to eke out a decent 

liviiT-- in their owu respective countries. Now, of course, such 
movements are at their lowe.st ebb. due to the cessation of 

demand for their services abroad. 

The movement of labour from one part 
another falls under the category of mobility 
\V6 ilow proc66cl to discuss. 

10. Mobility of Labour The supply 

ttTvticiilar calling or profession also depends on the faci ity 
^vi which labour power can .nove from localily to local, y 
Tnd profession to profession. Mobility of labo.,r .s the capac.ty 
of labour for such move.nents. When the move.nent ,s from 
one locality to another it is geographical mobility, "hcn 't 
"s b.bne’occnpation to another it is occnpational mobility. 
Occiiiuitioiial mobility is again of two hinds. If it is a niiive- 
ment from one grade in one trade to the same grade in another 
"rde is horfzontal mobility, e.g., a typist moving from a 
i.te mill to a cotton mill. If the movement ,s from one grade 
to another grade in the same occupation, it is vertical mobility, 
e.ff.. clerk becoming an assistant, manager in a bank. 


of a country to 
of labour, which 

of labour in any 
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Some writers speak of social mobility of labour, by which 
they mean the movement of workers from one class or society 
to another f.e., the son of a carpenter may receive higher 
education and may become a magistrate, doctor or a lawyer. 
His descendants will thenceforth give up carpentry and take 
to liberal professioi.s. 

Mobility of labour is caused by expectation of better wages 
or c ondit ions of work, acquirement of beFter education and 
train ing, facilities in the means of communication and transport, 
general security of life and property and the growth of the spirit 
of enterprise. It is on the other hand restricted by sta^ at 
home habits, ignorance of better opportunities difficulties of 
language, manners, customs and differences in political systems 
in commercial and financial laws and practices and religious con¬ 
siderations and other prejudices. Difficulties of communications 
and the existence of non-competing groups (caste system for in¬ 
stance) also hinder mobility of labour. C4ovt. restrictions on emi¬ 
gration and immigration too may prove deterrents. 

Other things being equal, mobility^ is greater within the 
same country than between different countries. 

Movement from lower to higher grades (vertical mobility) 
IS usually hindered by one or more of the following factors :_ 

Time, expense and energy required for the upward move¬ 
ment may be very great ; uncertainty of success in the new 
grade, social^nd legal restrictions and above all i<^norance of 
better prospects may all combine to keep a person in the same 
graae inspite of his suitability for the higher grade. 

I . * • • I Mobility of 

labour results in bringinR about some advantages and to facili- 

tate mobility of labour all advanced countries maintain emplov 

ment exchanges with the object of enabling labour to move 

from surplus labour area to the deficit one, from uncongenial 

nobs to more suitable ones. The advantages of mobility of labour 
are as under :— 


fi) EquilibriuTn of Production and Consumption, The 
volume of production can be easily adjusted to the conditions of 
demand if labour IS mobile, because more labourers will move 

^eateTrerard.^" professions which promise them 

at.l« Regard. Capable workers would be 

able to rise higher in their respective trades if Vertical mobility 
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is easy. Whoever deserves and merits a promotion would have 
it and this will keep everybody satisfied and contented. 

(Hi) Reduction in unemployment. Equitable distribution 
of workers in various parts and callings within a country brought 
about by mobility of labour would adjust the conditions of 
demand and supply and would thus reduce the amount of 
unemployment to a minimum. 

iiv) Increase in Production. Mobility of labour maximises 
the production of wealth in a country by increasing the effi¬ 
ciency of the productive system. “The higher every kind of 
nobility of labour becomes, the greater becomes the national 
product in value.” Says Chapman in this regard. 

Summary. 

Labour means exertion of the body or of mind undergone with a view to 
some reward other than the pleasure derived directly from the work. 

Importance of Labour. It is an active factor of pr<iductioii. It is the 
most important factor today. In industrialized countries three-fourtJis of 
natural income is duo to labour. Man has harnessed the forces of nature for 
his use. 

Productive Labour. Every type of labour which results in the erection 
of value is now regarded by economists as productive. The earlier economists 
did not hold this view. 

Unproductive Labour is one which fails to create value and which is 
misdirected. 

Peculiarities of Labour. (1) Insej^erable from the Labourer (2) perish¬ 
able (3) lacks bargaining power ( 4 ) immobile (5) differences in efficiency (6) 
inelastic suply. 

Supply of Labour depends on (1) natural increase of the population 
(2) efficiency of labour (3i migration. 

MaWtttsian Theory nf Population. 

Unchecked by extraneous factors, population tends to increase much 
faster than moans of subsistence. The checks are positive checks like war, 
disease and famine and preventive checks refer to the use of contracep¬ 
tives. 

Criticism. (1) Not historically true. (2) Inaccuracy of the mathematical 
formula. (3) What matters is not the production of food but of wealth. (4) Too 
pessimistic. 

Efficiency of Labour. It depends on (l) racial characteristics (2) Physi¬ 
cal health (3) Education —general and technical. (4) Condition of work. (6) 
Extent of wage and the way in which they are spent (6) organisation (7) 
Division of labour. 

Miration of Labour. Immigr.ation is tUo movement into and Emigra¬ 
tion is the mtfVemenl dut nt a enunfry. 
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Mobility of Labour. Geographical mobility means moving from one 
place to another. Occnpational mobility may be horizontal *.«. between the 
same grades or vertical i.e. movement from the lower to the higher grade. 

Mobility is caosed by expectation of better reward or better working 
conditions of technical training, means of transport general secarity and the 
spirit of enterprise. 

Idointafff^n of MobUili/. (l) Prodaction and consamption eqoalled. (9) 
reward goes with capacity (3) redaction in unemployment (4) Increase in 
production. 


1. How does the efticiency of labour protit the consumer, the capitalist, 
the intrepreneur, the nature and the labour himself. (1940). 

2. Write a note on mobility of labour (1949). 


j 



CHAPTER VIII 


DIVISION OF LABOUR 


Introduction. *1 he modern system of production has 
become very complicated as compared with the simplicity of 
the eailier systems. In earlier societies the producing unit 
was the individual or the family group. This self-sufficiency 
has disappeared with the progress of division of labour and 
exchange. Human beings have become much more interde¬ 
pendent. For instance, numerous articles consumed by us 
are .produced by other people residing either in our own count¬ 
ry or in foreign countries. World-wide co-operation is the 
main feature of the mo l rn system of production and so is the 
specialization of functions which results in producing various 

types of goods in different countries. All this is made possible 
by the division of labour. 

2. Meaning of Division of Labour. Division of labour 
refers to the splitting up of the process of production into its 
component parts so that a number of workers co-opeiate in 
tinning out, a single tinished article. This is the main feature 
of the modern system of production. 

The details of how division of labour came into existence 
and how it furtlier developed need not be given here. Suffice 
it to state that protessional or occupational division of labour 
arose quite early in history. Agriculture and handicrafts got 
separated with the necessities of circumstances. Handicrafts 
again got split up into various professions. In our villages 
we can still see these artizans like carpenters, smiths, potters, 
shoemakers, oilmen, etc. 


It was, however, with the advent of the Industrial Revo¬ 
lution in England and its spread to other pountries that the 
division of labour achieved its modern minute character. Not 
only occupations but processes and then sub-processes were 
divided and sub-divided. Adam Smith (in 1776) when the 
Industrial Revolution was just acliieving momentum counted 
eighteen processes in the manufacture of pins. Now sub- 
divi.sion has greatly increased. The result is that one indivi¬ 
dual worker performs only a very minute portion of the work 
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in the production of an article. The application of the prin¬ 
ciple of division of labour has increased productive power 
enormously. Even comparing with the times of Adam Smith 
and taking his example of pins we find that in 1776, 4,200 

persons turned out from 3 to 4 tons of pins per week. By 
the beginning of the present century le.ss than 1/4 of this labour 
strength could produce about seven times the amount of pins. 
This efficiency is due to greater skill achieved by repeating 
the same processes by labourers, and the introduction of machi¬ 
nery, which is made possible by the minute .sub-division of 
processes. The movements become so simple through division 
that they can be performed by automatic machines. 

3. Kinds of Division of Labour. Division of labour 
may be divided into three kinds, namely, simple division of la¬ 
bour, complex division of labour and territorial division of labour. 

Simple division of labour exists when one individual or a 
few individuals complete a single task from beginning to end 
e.g., a carpenter, a blacksmith, a gold smith and a shoe-maker 
performing their respective tasks or a number of workers 
engaged in digging a ditch. Complex division of labour cornea 
into existence when the production of a certain article is split 
up into a number of processes and part processes and a 
iiumber of workers have to be engaged in turning out the 
finished article. The manufac/ture of a motor car requires a 
long chain of hundred.s of workers, each one of whom perforins 

a .single and a simple proce.ss, e putting a nut in its proper 

place. The same is true of every other article produced on a 

large scale, for instance, the manufacture of watches, bicvcies 
radios, shoes, etc. » . * 


V 


Territorial division of labour refers to the geographical 

production of certain 
articles. It may be national e.g., Bengal specializing in the 

production of jute, rice, etc., while the U.P. and Behar .specia¬ 
lize m the production of wheat; or it may be international 
e.g. ingland producing manufactured article.s and India raw 
materials and foodstuffs. We shall say more about this in a 

subsequent section while talking about the localization of 
industries. 


„ Advantages and Disadvantages of Division of Labour 

Division of labour is attended with a number of advantages 
and disadvantages. They are briefly described as under:- 
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' Advantages: 

(0 Increase in skill and dexterity. There is an old say- 
ing that practice makes a man perfect. This is particularly true 
of division of labour. When a worker has to perform the same 
task over and over again for months and years continuously, it 
IS but natural that he acquires skill in doing it. 

(ii) Economy of tools and implements. Labour and 
capital are economically employed as a result division of 
labour. Take the case of our village shoe-maker. While wor¬ 
king alone, he has to pass from one type of job to another, e.y., 
from cutting of uppers to the cutting of soles thence to the 
sewing of them together, etc. Some time is certainly lost in 
passing from one process to another. Likewise, he is using only 
one tool or a set of tools at a given time while the rest of them 
have to lie idle. But if four or five of them co-operate together 
and each one of them is assigned a different process, this loss of 
time and the lying idle of tools and implements can be avoided. 

{Hi) Application of machinery. Division of labour makes 
possible the application of machinery to productive processes. 
That is because of the fact that due to minute division of labour 
a single productive process becomes so simple that it can be 
easily taken up and performed by machine. 

Hv) Possibility of inventions. New inventions are made 
possible by division of labour, for each worker concentrates 
in the performance of one single task. Therefore it is possible for 
an inventive mind to think out plans for improving its perfor¬ 
mance. This is not possible in the case of a worker who has to 
turn out a complete article by himself because his thoughts have 
to run in so many different directions. 

(v) Large scale production. The most important advan¬ 
tage of division of labour is that articles can be produced on a 
large scale and at very low cost of production, so that they are 
available to consumers at cheap prices. 

(vi) Diversification of occupations. Division of labour 
also brings a large number of different occupations into exis¬ 
tence e.g.. carpenters, farmers, merchants, black-smiths, gold¬ 
smiths, weavers, manufacturers etc., thus providing open¬ 
ings to people of different aptitudes. 

(vii) Increased mobility of luhoUr. As the processes are 
divided into numerO'us ^b-|frows^8, they coine tx> resemble 
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each other very closely and this enables workers to move from 
one trade to another with ease. A factory worker, for instance, 
will not find it dilficult to adjust himself in another factory of a 
different type as a farm worker would when going to a factory 
for the first time. 

{viii) Reduction in icorhing hours. Working hours of 
labourers have been reduced mainly because a large amount of 
production is realized within a short time as a result of division 
of labour. 


( 2 » Social and cultural advantages. A large number of 
workers come i.nto contact with-one another in modern factories, 
where they are offered opportunities for mutual understanding 
as well as for self-expres.sions and self-development. 

On the other hand, the following arguments are advanced 
against the introduction of division of labour. 


iz) Monotony of worh. Division of labour makes the 
work monotonous. This is quite obvious , because an individual 
doing the same process day in and day out throughout his work¬ 
ing life begins to find it dull and tiresome. He loses all 
interest in his work and ultimately becomes like a tool per¬ 
forming a mechanical process. 


{ii) Loss of initiative and reftponsibility. The monotony 

of work al.so leads to the loss of initiative and responsibility on 

the part of the worker. He is only one of many and therefore 

no responsibility devolves upon him ; nor does he feel interested 

in takinginitiativebecau.se everything is decided for him by 
nis employer- 

(Hi) Interdependence of icorkem. Specialization of func- 

'"dustry dependent upon certain 
,°ndnL ^^herefore if anything goes wrong in those 

""employment in industries dependent 
“ f-fit-. if anything goes wrong with the spinning industry 
the weaving industry also sufifers. ^ 

(iv) Checks mobility of labour. Division of labour 
Tf labo^u^fTo specialists in their own Helds checks mobility 
e ectrLTa^ f t" profession or trade to trade. An 

or Tcrsa ‘"^e up the job of a mechanic 

l.f.. Sociaf and cultural disadvantages. While factorv 

l*fe 18 condumve to certain noble sentiments, it is likewise 



04 


ESSIiNTlAl^S OF KoOXuMICS 


derogatory to others. Congested life in factoi'y centres is often 
the cause of quarrelling, backbiting and social discord—peace, 
tranquillity and love for fellow beings are replaced by dis¬ 
satisfaction, jealousy and hatred. Drinking and gambling are 
also coiiiinonly found among workers living in crowded factory 
centres. 

5. pjctors affecting Division of Labour. The advan¬ 
tages of division of labour cannot always be secured because it 
cannot always be practised witli ease. There are certain factors 
which favour the division of labour ; in their absence it would 
have very little chance'of success. In the first place, the 
productive proress should be capable of being split up into 
different parts so that different workers can be employed to 
perforin each of them In agriculture minute division of labour 
is impossible, due mainly to the fact that it does not lend itself 
to minute sub-division of processes. 

Secondly/, there must be sufficient supply of raw materials 
required for munufacturing an article and a continuous demand 
for the same, so that it can be produced on a large scale. It 
is only under large scale production that division of labour can 
be practised to any appreciable extent : articles of limited 
demniid. /.e., artistic goods, cannot be produced on the basis of 
division of labour. 

Thirdly, the nature of employment must als(» be condu¬ 
cive to division of labour. In an industry where regulai* and 
continuous employment is available, .specialization and there¬ 
fore division of labour can be easil 3 ' effected. But this is not 
possible in seii.sonal industries e.g., a specialist in winnowing 
corn could find emploj-ment only during the harvest season, 
while foi* the rest of the j'ear he would have to sit idle. There 
are very few per.son.s who would relish such an idea. 

Fourthly, there must be a sufficient supply of the required 
type of labour so that various processes of the productive 
.system can be individually entrusted to them. 

Fifthly, division of labour can be effected to a greater 
extent in industries employing extensive machinery than in 
tho.se making meagre use of it. 

Lastly, the extent of the market is the most important 
feature determining the degree of division of labour carried 
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out in a particular productive process. Thi.s we must explain 
in greater detail. 

6 Division of Labour . is limited by the Extent of 
market. The extent to which division of labour can be effected 
in the production of a certain article depends on the size of the 
market in which it is demanded. Wider the extent of the 
market to be supplied, more extensive will be the division of 
labour. This can be illustrated by an example. 

Suppose there is a shoe-make?* in your village. If he has 
to supply shoes only to a part of the village and needs to 
produce only one pair of shoes daily, he will do this all by 
himself and will finish it from beginning to end. There is no 
division of labour in this case. Now, suppose he has to supply 
shoes *0 the whole of your village and in order to meet this 
demand he must produdce ten pairs a day. He will secure the 
help of hve or six other shoe-makei's and all of them will work 
in co-operation. The work will be divided. One of them may 
prepare the uppers, the second may prepare the soles, the 
hird “ay 3 oin them together, the fourth may take care of the 
heels, the fifth may be using the stretcher to put the coanpleted 
shoes in shape and the sixth may deliver them to ctistomers. It 

preparing shoes has been 

maWets ''esult that, these shoe- 

makeis will now be able to cope with a larger demand. 

shoes further. Suppose, the 

ofhis otirTn^^ one shoe-maker in co-op-oration with some 
and el e*' fellow-workers become famous for their durability 
a d cheapne.ss and demand for them comes from neighbouring 

now he reon- two hundred pairs of shoes may 

the t, daily. At this stage it will he possible for 

Whief ^ shoe-making LchLe in 

beginning 7 ‘*"1® “achine may evidently prove the 

brina ahont ^ •"arket. This will 

requfre 173 d'ffsub-division of labour and it may 

England (1 S I®" d^es?"""®"' 

the ex^nATt^hr®" ‘division of labour’ is limited by 

of labour has to he ^'arHed ^o" f«rtle“":s:e„rTt 
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of place to observe here that the reverse of this is also true, 
z.e., The fact may likewise be explained with the help of 
the same example. When one shoe-maker produces shoes by 
himself, he does not need a wide market, only part of the 
village will suffice for him. But when he has employed some 
fellow-workers and the task of shoe-making is carried on the 
basis of division of labour his market must extend ; he will 
now cater for the whole village. If he instals a small machine 
thus bringing about further division of labour and more pro¬ 
duction. his market will have to extend to several neighbouring 
villages. Finally, with the establishment of a big factory, in 
wliich hundreds of workers co-operate the market will have to 
be extended to the whole of our province or over the whole of 
our country. Thus we see that the extent of market depends 
on the divi.sion of labour. 

7. Localization of Industries. An industry is said to 
be localised if the number of firms engaged in the production of 
the commodity concerned are established in a particular 
locality. Thus, jute iiidu.stry of our country is localized in 
Bengal, cotton textile industry in Bombay and sugar industry 
in U.P. and Behar. 

Localization of industries is the result of territorial division 
of labour, each territory (a country or a part of a country), 
specializing in the production of those goods for which they are 
best suited. The various causes explaining the localization of 
industries in different localities are :— 

1. Natural Causes 

(i) Physical and climatic condition. Such conditions 
determine the distribution of natural resources, raw meterials 
or suitability of climate to a particular type of industry. Jute 

and iron industries are localized in Bengal mainly because of 
the availability of required minerals and raw materials there, 
while cotton textile industry, is localized in Bombay due to her 
favourable moist climate. 

{ii) Nearness to materials Mining, quarrying, fishing 
and forest industries are invariably established near the sources 
of their respective materials. 

{Hi) Nearness to power. Hydro-electric works and water 
mills are established at places where water-falls (natural or 
artificial) and swift how of water are available. This is why 
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most of the hydro-electric plants in our country^ are found 

either in the south or in the north and none in Rajputana or 
Bikaner. 

iiv) Fertility of Soil. Agricultural industries, such us 
fruit gardening, vegetable-gardening, dairy-farming, etc., are 
established at places where the soil is particularly suitable to 
the growth of vegetation required for them. 


TI. Economic Causes 

(#') Nearness to marhef. Industries usually tend to 
localize at places which are close to^their markets because this 
saves the cost of transportation. Several textile mills have been 
established in the upcountry,' even in the extreme north, mainly 
due to their proximity to markets. 

Un) Supply of labour. Adquate supply of efficient labour 
IS also an attraction for industrialists to establish their indus- 
trie.s. The growth of several industries in London, particularly 
the woollen and textile industry, has been due to the presence of 
specialized labour. 


{ini) Financial facilities. The existence of agencies 
supplying the required amount of capital, also attracts several 
manufacturers. This is why most of the manufacturing indus¬ 
tries in our country are established in big cities such as Bombay. 

« Lalcntta, Ahmedabad, Cawnpore, Amritsar, etc, 

in. Political Causes 

{viii) State patronage. Silk industry in our country 
nourished at Delhi, mainly because of the patronage extended 
to it by the Moghul kings. 


IV. Miscellaneous 


^ {ix) Momentum of an early start. Sometimes an 
industry tends to be localized at a place for no other reason 

fkestablish the first factory 
there. The sports goods industry at Sialkot is an example of this. 


These causes explain the localization of industries at 
various places. Recently, however, there has been a tendency 

of industries and new factories are now 
the interior of the country. This is quite apparent 

Indian textile industry which was 

theTnteri’' at Bombay and has recently shifted into 

the interior of the country. The main causes responsible for 
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this tendency are : increasing rents in urban areas, cheap trans¬ 
port, the supply of cheap electric power, absence of competition 
in rural areas, abundant supply of cheap labour, etc. 

8. Advantages and Disadvantages of localization of 
Industries, Localization of indutries has its advantages as well 
as disadvantages. On the side of advantages it may be stated 
that localization ii) leads to .specialization ; Hi) develops here¬ 
ditary skill among workers of the place where an industry is 
localized; (Hi) promotes secondary industries, supplying the 
main industry with its raw materials, tools, machinery, etc., (iv) 
encourages the growth of financial facilities, and specialised 
capital ; (r) develops means of transport and communication, 
specially suited to the needs of the major industry ; ivi) enables 
the use of specialized machinery for manufacturing by-products ; 
and ivii) establishes reputation of the locality for the articles 
produced there, e.g., Sheffield cutlery is famous all the world 
over. 

On the other hand, as disadvantageous features of locali¬ 
zation of industries, it may be mentioned that it (f) encourages 
one-sided development and too much specialization ; (ii) makes 
the locality entirely dependent on a single industry; (iiij 
narrows the field for employment and thus creates unemploy¬ 
ment ; and {iv) makes the locality dependent upon imports of 
various types of commodities needed for local consumption— 
dependence which proves harmful in abnormal times. 

In view of the above disadvantages of localization and of 
some other factors the reverse tendency towards decentraliza¬ 
tion is in evidence these days. Decentralization is the tendency 
in the units of one industry to be scattered over a very wide 
area rather than be centralized at one place. Overcrowding and 
congestion consequent on localization make the rents in tho.se 
localities very high and serve as deterrents to the starting of 
new factors there. The substitution of coal by electricity and 
oil as sources of power do no longer necessitate the establish¬ 
ment of factors at one place which may be near the coal pits as 
these new sources of power can easily and cheaply be transmit¬ 
ted over long distances. Development in the means of trans¬ 
port and communications too in a way exerts towards this 
process. Besides for reasons of security it is well not to put 
all the eggs in the same basket, to bring about a regional jlis- 
persion of the important industries. The Govt, of India in the 
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recent statement of their industrial policy have adopted the 

principal of regional licensing to avoid the evils of too great 
a centralization. 


Summary. 

its "P “f ‘he process of prodqotion into 

Its component parts, each part being done by a separate gronp of workers. 
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Realisation of Industries is the result of territorial division of labour. 
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1. Writ© a note on localisation of industi ies. ( 1944 ). 

(ists^ “"■®‘®" “*■ '“’’oor i? limited by the eitent of the market. Baplein, 



CHAPTER IX 


CAPITAL 

1. What is Capital. Let us now deal with the next im¬ 
portant factor of production called capital. The common 
conception of capital is analogous to money ; even Adam Smith 
observed that “the stock which is lent on interest is always 
considered as capital by the lender.” But the economic con¬ 
ception of the term is quite different. “We shotild speak of 
capital,” says Marshall, “when considering things as agents 
of production.” Chapman calls it the “wealth which yields 
an income, or aids in the production of an income or is in¬ 
tended to do so.” A more precise definition of capital, how’’- 
ever, is given by Professor Thomas, who says that it is “that 
wealth of individuals and of communities other than land which 
is used to assist in the production of further wealth. So, we 
should always think of capital as that portion of weSlth which 
is utilized for further production of wealth. 

In order to have a precise and clear conception of capital 
the following points must be borne in mind :— 

(/) That capital is not*analogous to money. It is quite 
usual with businessmen to express their business capital in terms 
of money, e g., the capital of the Amritsar Textile Mills Ltd., 
amounts to Rs. 50,00,000 and consists of various items such 
as buildings, machinery, raw' materials, manufactured and half 
manufactured articles, office establishment, cash in hand, etc. 
But such descriptions of capital must not lead the student to 
think that money is capital. Only that portion of money found 
in a country at a given time is capital which is directly used 
for producing more w'ealth. You may have millions hoarded 
underground, but these millions do not constitute your capital, 
because yon are not using them pi’oductively. 

iii) That capital is not the same thing as wealth. As we 
have already said, capital is only that portion of wealth which 
is utilized for producing more wealth, so that all wealth cannot 
be included in the category of capita). All capital is wealth 
but all wealth is not capital. 
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(Hi) That capital and income are not the same. Capital 
is a stock or fund of wealth, while income is a flow or stream of 
wealth flowing from this source. Says Prof. Fisher in this 
I'espect. A stock of wealth existing at a given time is called 
capital, a flow of benefits from wealth through a period of time 
is called income.” 

(iv) That land is not capital. Land is gift of Nature 
and capital is man-made, f.e., it is the result of labour. Land is 
the original, natural and primary factor of production, while 
capital is the derived and secondary factor of production, for it 
comes into existence as a result of labour operating upon land. 

The above discussion should make the conception of 
capital quite clear to the student. It may consist of money 
hard cash, raw material, tools and implements, machinery, buil¬ 
dings, etc. The main criterion is that it is used for producing 
more wealth. The tools and implements of a fanner, a carpen¬ 
ter or a shoe-maker are all capital and so also is the sewing 
machine of a tailor. Moreover it depends on the use to which 
an article is put whether it should be considered as capital or 
not. Wheat used by a farmer for sowing is capital, but it is 
not capital when used for direct consumption. A house built 
by your father is not capital if your family resides in it but it 
becomes capital when your father lets it on rent (and himself 
moves into another newly built house) because then it becomes 

a source of income, f,c., it is used for furthei^production of 
wealth. 

2, Importance of Capital. Capital is a very important 
actor of production, particularly at the present stage of econo- 
mic development of society. As we look around and examine 
he modern system of production, we are deeply impressed by 
th^e fact that capital plays a very important part in every 
phase of modern production. It is because of its growing 
importance that capital is described as ’’the life blood of 
m^odern industry” ; it flows through dififerent channels and sets 
the wheels of modern industry on the move, just as blood flows 
m human arteries and veins to keep the physical machinery 


implies the application of the more 

became th are not applied 

dnc^ill ^ but because they are more pro- 

ithout a plough and oxen the peasant could not 
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till his land. Without a net the fisherman might catch a few 
fish but his ability increases greatly when he uses a net. A 
hand-mill and a spinning-wheel are forms of capital that in¬ 
crease productivity compared with hand work. The application 
of more complicated and more expensive machines are further 
steps in the same direction. They increase productive power 
to an unbelievable degree. For instance, in the Punjab a pair 
of good oxen plough about one acre a day. One man with a 60 
horse-power tractor can plough up to 10 acres per day. With 
aji ordinary drill the Punjab peasant sows one acre a day. A 
horse drill in Fngland can sow from 10 to 15 acres a day. The 
tractor drawn seed drill can sow from 70 to 80 acres a' day in 
America. The English method of sowing is more capitalistic 
than the Indian, and the American method more capitalistic 
than the English. Highly capitalistic methods can only be 
applied to agriculture when the farms are of thousands of acres. 
On a Punjab holding of four or five scattered acres such methods 
are out of the question. 

In the domain of industry in the same way more and more 
capitalistic methods arc being employed. The proportion of 
labour to cai)ital is decreasing- This is especially the case in 
American heavy industry. In 1926 the number of workmen 
required to make a complete motor car was 120 in one German 
factory, 350 in another and 450 in another. Ford in America 
made a whole car with 5'Vt men. Ford’s methods were more 
capitalistic than German methods in 1926. No wonder Foj’d 
could under-sell his rivals. 

The process of mechanization of industry started in Great 
Britain about the middle of the l8th century. From cotton 
trade it spread to other trades, and industries and ultimately 
to transport. Agriculture did not remain unaffected. This 
movement as already noted was called the Industrial Kevolu- 
tion. It later spread to other countries including our own, 
where its consequences on our indigenous handicrafts through 
foreign (British) competition were disastrous. India is now 
develojiiiig more capitalistic methods of production but the pace 
is extremel 5 '^ slow. 

So much abo^t the growing importance of capital in agri¬ 
culture, industry and transport. A word may be said about the 
way capital helps in production and the various forms it assumes 
while performing its functions. 
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3. Functions of Capital. The functions which capital 
performs in the modern system of production arej:— 

(t) Provision of Subsistence. An industrialist haslto employ 
labour which must be paid long in advance of the completion 
of the productive process and before the products are sold. 
Workers cannot wait till the products are produced and finally 
sold in the market, for they need their maintenance here and 
now. Capital therefore is needed to pay their wages, with 
which they would purchase various articles of their subsistence. 
Thus capital is said to synchronize production with consumption. 

Ui) Provision of Appliances. Capital is also needed for 
providing the workers with various kinds of tools and imple¬ 
ments, with which their productive efficiency is improved. 

{Hi) Provision of Paw Materials. There must be some 
materials on which workers can operate and ti’ausform them 
into finished goods. Such materials include raw materials or 
half manufactured goods which are utilized by various in¬ 
dustries and they are procured with the help of capital. 

Forms of Capital. In order to perform its various 
functions, capital, assumes different forms. Important forms 
which it assumes are the following :— 

(^) Fixed and Circulating Capital. Fixed capital is one 
which exists in a durable form and can be used over and over 
again, while circulating capital can be used but once. Needle 
and thread furnish simple illustrations of these types ; needle 
is a fixed capital and thread circulating capital. Likewise 
factory building and plant represent fixed capital and raw 
materials circulating capital. 

{ii) Production and consumption capital. Capital which is 

used directly for producing more materials, i.e., raw materials, 
buildings and implements, is known as production capital and 
that which is used for direct consumption f.e., food materials, 
c othes and residential hoii.ses, is called consumption capital, 

(fii) Sunk and Floating Capital. Capital is said to be 
sunk when it has assumed a specialized form which cannot be 
changed at will e.gr., capital invested in the construction of 
roads, canals drains of a city, etc. Floating capital is one which 
18 no specialized and therefore can be changed at will, e.a., 
meney, stocks, bonds and shares. 
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(iv) Remuneratory and Auxiliary Capital. Remunera- 
tory capital is used in the payment of wages and auxiliary 
capital helps labour in the productive process, e.gr., tools, 
implements, machinery, etc. 

(u) National and Private Capital. National c^tpital 
consists of means of production belonging collectively to the 
nation as a whole or the state and it is also known as public 
capital, e.g.^ railways, roads, Post Office and Telegraph. Private 
capital is that which is owned by private individuals or institu¬ 
tions, e.g.^ your bank balances, your factory, etc. 

{vi) Material and Personal Capital* Tangible goods 
which can be easily transferred and are used as agents of 
production are classified as material capital, e.g., a sewing 
machine, a Khadi, etc., personal capital refers to an individuals’ 
personal ability, skill or faculty, which cannot be transferred, 
e.g.^ a surgeon’s skill, a singer’s voice, etc. 

5. Production with Capital. As we have already seen, 
the modern system of production, in which capital is made 
to play its full role, is known as a roundabout method of 
production as compared with the simple and direct method 
of production of the primitive man. In ancient times man 
directly produced whatever he needed for his consumption : 
his food-materials, garments and shelter were all made by 
himself. But now that is not the case. The clothes which 
you are wearing, for example, have not been manufactured 
by yourself nor by your parents. A farmer somewhere in 
ouf country must have grown cotton : this cotton must have 
been ginned at some neighbouring ginnery, transported to a 
Bombay or Sholapur cotton mill, manufactured there in the 
form of cloth and sent back to the dealer from whom you 
purchased the cloth required for your clothes. This means 
that ginneries must be constructed, railways built, factories 
established and merchants brought into existence before the 
cotton grown on our farms can be made available to us for 
being turned into clothes. It doe.s not even stop here, for 
the existence of the sewing machine used by our tailor yet 
needs explanation. For manufacturing this machine, coal and 
iron mines have been excavated, say, in Great Britaiii, factories 
established there, and steamship made available for its transport 
to Bombay. This is how you have got your nice clothes on ! 
it certainly does not require a prophet to say that this method 
production is a roundabout one. 
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This roundabout method of production, is adopted because 
of its efificiency. Your tailor would prepare one shirt a day 
with difficulty if he were to do it by hand, but now with the 
help of his machine he can prepare ten shirts a day. 

Capitalistic production and capitalism should be clearly 
distinguished. Capitalistic production refers to the modern 
roundabout method of production in which capital plays a 
predominant part, while capitalism refers to the system of 
private ownership of capital, which has brought about the con¬ 
centration of capital, in a few hands, due to the existence 
of certain institutions like private property and law of in¬ 
heritance. 

6. Growth of Capital. How does capital come into ex¬ 
istence, and what factors govern its growth ? Capital comes 
into existence as a result of saving, i. e., surplus of production 
over consumption. Saving, on the other hand, is influenced 
by the power to save and the will to save. These two terms 
require further elucidation. 

What do we mean by power to save ? It evidently refers 
to an individual’s capacity to be able to save something. A 
factory worker earning Rs. 30 a month and having to support 
a family of five members can scarcely be said to have any 
capacity or power to save. A lawyer commanding a fairly 
good practice, which yields him Rs. 1,000 a month, and having 
to support a similar family can be said to possess the power to 
save. There are various factors which influence the power to 
save. They are: — 

{i) The existence of a siuplus. An individual’s power to 
save depends on the surplus of production over consumption. 
Larger the surplus, better the possibilities for the growth of 
capital. The volume of such a surplus in a country ultimately 
depends on the capacity of its people to produce wealth, which 
in turn depends on the existence of natural resources, adequate 
and cheap means of transport and communication, efficient 
labour and sound organization of industry. 

(it) System of Taxation Heavy taxes leave little surplus 
in the hands of the tax-payers, who are therefore not able to 
save much. If the system of taxation is conducive to indus¬ 
trial development, it likewise encourages the growth of capital. 

{Hi) Credit and Banking. The existence of a sound system 
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of credit and banking in a country is also helpful to her in¬ 
dustrial and commercial development, which ultimately 
increases national income, leading to the faster growth of capital 
by enabling people to save. 

The will to Save is also inHueuced by various factors, 
which may be divided into two major categories ; namely, per¬ 
sonal considerations and external factors. 

Following are the personal considerations which induce 
people to save :— 

(f) Provision for old age. Every body likes to save some¬ 
thing for old age and quite a good deal of saving is done for 
this purpose. 

{ii) Saving to meet unexpected demands. We are never 
sure of luiexpected demands that may be made upon us ; nor are 
we certain about their amount. Something, therefore, must 
be laid aside to be utilized on such occasions. 

{iUy Family affection. People save due to family affection. 
They want to ensure that their dependents may never be in 
want, or the education of their children may not suffer. 

(ft?) Business needs. Any individual who wants to set up 
a business of his own must have a sufficient amount of capital 
for a good start. This need for meeting business demands also 
encourages saving. 

iv) Social Esteem. Some people save with a view to com¬ 
mand social esteem, power and influence. In most cases in 
modern society an individual fs respected in proportion to the 
amount of wealth he possesses, e.g.y Parstt, Parsa, Paras Ram. 
are the three different names assigned to a person, by a Punjabi 
saying, according to his stock of wealth. 

ivi) Habit. There are some people who save merely for 
the sake of saving because they have cultivated a habit to 
save, or just because they cannot spend all that they earn. 
This is particularly the case with misers. 

The external factors that encourage saving are :— 

(f) Peace and Security. The establishment of a strong 
government, guaranteeing security of life and property is an 
essential prelude to saving. Unless people are sure of enjoying 
the fruits of their sacrifices there is no stimulus to save. When 
there is no security of life and property, people would rather 
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follow the maxim of “eat, drink and be merry,” than save 
anything. 

Hi) Opportunities for Investment. Saving is greatly en¬ 
couraged by the opportunities available for the investment of 
capital. The establishment of industrial, commercial and agri¬ 
cultural bank side by side with savings banks, insurance compa¬ 
nies, co-operative societies and joint-stock companies encourages 
saving among the people of a country, because they make it 
possible for such savings to be usefully employed. 

Hii) Rate of interest. A high rate of interest, generally 
speaking, encourages saving and the growth of capital, while a 
low rate of interest may serve as a check. Sometimes, however, 
even a low rate of interest may encourage saving, e.g., if you 
need a definite amount of income for your maintenance, you will 
have to save more in order to ensure your needs when the rate 
of interest is low than when it is high. 

(M State of the currency system. Saving is encouraged 
by the stability of the currency system of the country. This 
inspires confidence and ensures an equitable distribution of the 
national dividend. On the other hand, rapid fluctuations in the 
value of money discourage saving. 

{v) Use of money. The use of money facilitates saving, 
for every body must have sufficient amount of money to purchase 
his daily requirements. This was not po.ssible when exchanges 
were direct and money as such did not exist. It was difficult 

to store up commodities particularly those which were perish¬ 
able. 

^ Efficiency of Capital. Efficiency of capital refers to 

applied in production. 
With the help of a crude spade it will be very difficult to dig 

up a ditch but the same can be easily accomplished by the use 
of good spade. Efficiency of capital is very important in the 
ino system of production because as we have already seen, 
capital plays a dominant role in it. It is not too much to say 
tnat other things remaining the same the efficiency of modern 
proauction methods depends upon the efficiency of capital. We 
nave seen m a previous section how an ordinary drill sows one 
acre in a day in the Punjab, a horse drill sows 10 to 15 acres a 
ay m Jiugland and a tractor-drawn seed drill can finish 70 to 

America. This stupendous difference in the 
eneetivenesa of these various types of diills depends mainly on 
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their respective construction and the ways in which they are 
used. 

Capital by itself is said to be completely barren. Even 
the most efficient machine, left to itself, would accomplish 
nothing. It must be operated by someone to get anything done. 
Liabour, therefore, is necessary to realize the efficiency of 
capital. Various factors affecting the efficiency of capital should 
be carefully noted. 

Firstly^ the efficiency of capital depends mainly on, and 
is determined by, its proper co-ordination with other factors of 
production. Too much or too little of capital, in proportion to 
other factors, would deteriorate its efficiency. An efficient tool, 
impleinent or machine will turn out a much greater amount of 

work in the hands of an efficient than that of an inefficient 
worker. 

Secondly^ the use of up-to-date machinery, tools and im¬ 
plements increases the efficiency of labour to a considerable 
extent. Old machines or implements must be discar-ded and 
replaced by new and improved ones in order to secure the 
maximum of advantage from the use of capital. Without con¬ 
stant improvements in his mechanical equipment no manufacturer 
can compete with his efficient rival. 

Thirdly, as a corollary to the second factor, stated above, 
there arises the necessity for new inventions. New inventions 
certainly enhance the effectiveness of capital and a constant 
chain of such inventions would keep up the rising curve of 
production. 

Fourthly, the fitness of capital plays its owu part in deter¬ 
mining its efficiency- Fitness of capital refers to its suitability 
for the purpose in hand. A small saw {art) would not servo 
the purpose of sawing a big log of wood as effectively as a big 
one (an ara) would. For transporting bricks from a distant 
place, you will have to use a Ford truck rather than a Ford car 
and a Fordson tractor will not suit for the tilling of a small 
holding. 

Finally, economy of raw materials also exerts an impor¬ 
tant influence on tlie efficiency of capital. No leakage or waste 
should be allowed, though it may appear to be insignificant. If 
waste is unavoidable, c.g., that resulting from cutting, shreding 
and cleaning, it should be utilized in manufacturing by-products. 
Waste cotton, for instance, is turned into durries of cotton 
mills, woollen shreds are made into felt articles and Pattis^ the 
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molasses at a sugar mill is turned into spirits, etc. The manu> 
facturing of such by-products not only decreases the cost and 
therefore the price of the preliminary articlebut it also increases 
the income of the manufacturer. 

These factors must be constantly home in mind to get the 
best results from the productive effort. No producer or manu¬ 
facturer can afford to undermine their influence ; rather, every 
one must do his best to enhance the efficiency of his capital to 
stay in business. This very fact explains the establishment of 
research laboratories at industrial centres which are financed 
by indxistrialists themselves and in which scientists of repute 
are employed at high salaries. Better efficiency of capital 
means more production at a lower cost and this in its turn means 
low prices of consumption goods. 

8. Mobility of Capital. By mobility of capital we mean 
the ease with which it can move to industry from locality to 
locality and from country to country. These may be described 
respectively as industrial mobility of capital and geographical 
mobility of capital: the latter may be national or international 
mobility of capital, depending on whether it refers to the move¬ 
ment of capital within a country or between diflferent countries. 

Capital is generally regarded as the most mobile factor of 
production, for there is no serious check to the mobility of 
capital as there is in the case of land and labour. It can move 
easily, however, only if favourable circumstances for its mobility 
are present. Factors favourable to the mobility of capital are : 
Safety of investment, for nobody would like to sink his capital 
at a place or in a country where the investment is not secure : 
prospects of return, i.e., everybody likes to have better returns 
from the investment of his capital, which will therefore move 
from industry to industry, from one part of the country to 
another or even from one country to another country in search 
of better and surer returns ; the existence of an efficient stock 
exchange, which serves as a market for invested capital and 
therefore facilitates industrial mobility of capital ; an efficient 
hanking system, which facilitates the flow of capital from place 
to place^ or from country to country at nominal cost; and 
speculation, for speculators are always eagerly watching the 
market conditions, and they move capital from place to place 
or from coiantry to country in order to profit from differences 
in returns. A higher rate of interest at Bombay will attract a 
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good deal of capital from the iaterior of our country to that part 
under normal circumstances. 

Though capital has attained a high degree of mobility it 
does not mean that it is absohitely free to move. There are 
some impediments which serve a.s checks to the perfectly free 
mobility of capital. Shyness of capitalists, for instance, is a 
great hindrance tn tlic free mobility of capital. Capitalists as 
a rule, and particularly Indian capitalists, feel shy of sending 
their capital to unknown places where there is a certain amount 
of risk involved. Lack of security, is another factor which 
serves as a check to the free movement of capital. Lack of' 
efficient banking syste.m will also be unfavourable to the free 
mobilit5" of capital, because it will not only increase the ex¬ 
penditure incurred, but also augment the danger or risk involved 
in the movement of capital. Finally, there are legal restrictions 
sometimes imposed by govemments prohibiting the entry of 
foreign capital into their respective countries for purposes of 
investment. 

With all such hindrances to its free movement the fact 
remains that capital is more mobile than any other factor of 
production. And this mobility of capital is responsible for 
bringing about several advantages. It ensures more effective 
and hence more remunerative investment of capital. This is 
quite clear because every capitalist tries to maximize his returns 
by shifting the investment of his capital. Further it encourages 
the flow of capital into needed channels. An industry, though 
less paying for the time being, will attract considerable amount 
of capital if pro.spects of its future success are bright. This 
will be possible in the case of newly started industries which 
need the assistance of capital very badly. Moreover inter¬ 
national mobility of capital has been responsible for the econo¬ 
mic development of many a cotintry. e.g., German. American 
and .Tapiuiese industries have been developed with the help of 
foreign capital. In our own country, British capital has been 
responsible for the development of several industries, e.g., 
railway transport, shipping and mining industries, tea plantation 
and irrigation works. Finally, it may be said that mobility of 
capital has played an important part in equalising the rates of 
interest prevailing at different places. 
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Summary 


Capitii). I 5 that part of wealth which yields an income or aids in the 
predootion of farther wealth. 

Money is not Capital nnless it is ased for prodnctivity. 

Similarly all capital is wealth bat all wealth is not capital. Only that 
part of wealth which is ased in prodaotion is capital. 

Capital is stock or fond of wealth. 


Income is the flow of money which this stock yields. 

Land is not Capital, for it is not man-made like Capita). 


It is a free sift of nature and is limited in qoantity. It is the original 
and primary factor of prodnction whereas capital is secondary. 

Importance oT Capital. It is the life blood of modern industry. It 
increases prodactirity. 

Functiona of Capital. Provision of sobsistence of appliances and of 
motives. 


Forma of Capital. Fixed capltal'^dorable. e. g., machinery. 

Circulatmg Capital, Used np in the process, rAw materials. 
Productive Capital. Machines. 

Consumptive Capital, Food etc., consnmed prodacers. 

Sunk Capital. Specialised and which cannot be pnt to some other use. 
Floating Capital, e. g. Money which can be put* to any use. 
Remuneratory Capital, Out of which wages, etc., are .paid. 

Auxiliary Capital helps labour in production. 

Natural Capital, e. g., Bailways owned by th^ State. 

Private Capital. Owned by private individuals. 

Material Capital, €. g.^ tools and machinery. 

Personal Capital. A man’s skill and ability. 

Drodn!!tinn°*’^?" capitalistic prodnction or rnondabout 

proQQction. It. ig mora efficient. 


Its 5“^**®** It comes into existence hs the result of saving. 

Its growth depends in power to save and will to save. 

8ave-^d°entnH« depends on suiplus, taxation, credit and banking. Will to 
Jamllv aX^fnn K unexpected demands. 

rale ."“I property, opportunities of investment. 

on ite «ffi«iency of capital depends 

"ion euit^wiuf LndT ^ rmachinery, new inven- 

luiiB. sQiiaDiuty and economy of raw materials. 

retDrn”"x'lMlLt'nf «''°°”«eed by safety of investment, prospects of 

ot an ©ffloient stock exchange, banking system, speculation. 
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Mobility makes for more effeotive and ramnnerative inyestment. diverta 
it to needed channels, development of the oonntry and the equality of rates of 
interest. 

Exercise. 

1. Distingnish between— 

(a) Capital and income. 

(b) Wealth and capital. '(194B). 
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CHAPTER X 


_ j^ACHINERY AND LARGE-SCALE PRODUCTION 

L Introduction, We have already seen how capital can 
assume various forms, when it is utilized in the process of 
production. This fact may now be viewed from a different angle. 
Generally speaking, the capital of a farmer is of three types, 
i.e., live-stock, e.g., bullocks, cows, buffaloes,dead stock or stock 
proper e,g., tools, and implements ; and financial capital, e.g., 
hard cash, mortgage deeds, .surplus agricultural commodities, 
etc. The capital of an industrialist, on the other hand, consists 
mostly of stock, e.g., machinery, factory and buildings ; stock at 
hand, e.g., manufactured and half-manufactured articles, and 
only part of financial capital, e.g., hard cash, stocks, bonds, 
shares. Machinery plays a very important part in modern pro¬ 
duction and we propose to devote a good portion of this chapter 
to the discussion of machinery. 

The introduction of machinery in the field of production 
has mainly been the result of division of labour. Any kind of 
work which easily lends itself to division into simple operations 
involving automatic and uniform movements, can be taken up by 
machinery, with the result that practically all manufacturing 
industries are employing machinery to a large extent, As a 
matter of fact, in comparison with the past the present stage of 

production is described as the “machine age,” because it is 
dominated by machine. 

® Machine ? A machine is a specialized 
tool intended to perform a certain definite task ; it cannot be 
utilized to perform any other task than the one for which it has 
Deen originally designed. A typewriter, for instance, can be 
utilized only for typing letters or other required material but it 
cannot be used for tailoring nurpose.s. For tailoring vonr clothes 
you must have a sewing machine. Nor can a tailoring machine 

^ sugar-cane crusher. Every machine can perform 

veiled originally in- 

^ Machinery. The most outstanding feature 

Of modern system of industrial production, as we have said 



114 


ESSENTIALS OP ECONOMICS 


before, ia the use of machinery for manufacturing purposes. It 
has been only but to the invention of machines and their effec¬ 
tive employment in production that practically all natural forces 
i.e., water, air, sunlight, etc., have been harnessed to the service 
of man. But for the employment of machinery, large-scale pro¬ 
duction would have been impossible and therefore, development 
of material resources of various countries would have remained 
merely a dream. The importance of the use of machinery cannot 
be over-emphasized. There is hardly any productive enterprise 
of importance which does not use machinery in one form or 
another. This is particularly true of the advanced countries of 
the world. 

Why Machinery is Used. Machinery is used in the 
modern productive system because its employment results in 
bringing about several advantages, which may be described as 
follows:— 

(i) Machinery reduces strain on human muscles by taking 
up heavy operations, e.ff.. mechanical hammer as compared 
with the manual hammer, the use of crane in lifting up heavy 
girders which cannot be lifted by hundreds of workers. 

iii) Monotony and drudgery of work is avoided. An 
axitomatic operation is taken up by a machine and this relieves 
the worker of its monotony. A mechanical saw or a hammer 
will illustrate this point. The folding of new.spapers which was 
such a dull and tiresome task has now been taken over by 
machinery. 

(Hi) Unpleasantness of certain jobs is avoided. Machinery 
has been employed to perform dirty jobs which are disliked by 
workers, e.g., the flush system has saved the night-soil carrier 
from his unpleasant work. 

iiv) Machinery works faster, much faster indeed, than 
human or animal labour. This is quite evident from the employ¬ 
ment v>f machinery in all spheres of productive effort, e.g., 
compare the speed of a bullock-cart or a tonga with that of a 
railway train or a bus ; the work of writing books by hand 
instead of the modern printing press. 

Machinery is more accurate than human labour. The 
regularity and exactne.ss of a machine cannot be rivalled even 
by the mo.st skilful worker. The accuracy and exactness of 
mechanica.i pperationa it possible to manufacture 
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standardized goods. Similarly parts of machines can be replaced, 
clue to their standardization by having others which are exactly 
like them, e-gr., any part of your bicycle can be replaced by 
purchasing another one from the market. 

ivi) Machinery can perform tasks too delicate or too 
heavy for human labour to accomplish. The tiny parts of your 
wrist-watch can be manufactured by a machine alone. In 
scientific instruments an inch has been divided into a thousand 

equal parts. On the other hand, we know how a railway engine 
pulls hundreds of tons of weight. 

(y«) The employment of machinery has resulted in brino-. 

ing about large-scale production, as a result of which consumers 

articles of their consumption at lower prices, 

Muslin was the luxury of the Princes but now 

or Muslin can be purchased even by the poorer men of 
our country. 

“Machinery like everything else can only teach 

persistence, conformity to 

T’ ““'''"•'■S' loor...e. th« d.mand tor 
ments^ ^ remunerative employ. 

who kntws fow‘'t!;’' 1,°^ because a worker 

handle oft . machines, can easily 

example can easilTt^o in 7 '^‘„Temti:;rt ^n a^ 

of all his belolelositl‘°" T'T' '•«‘'®"'-ces to the benefit 
in the field of nr ^ ® ‘he employment of raachinerv 

would have rema 'I "• ‘he mines and quarries 

ing more wealth an, “ ■•O'-^nlted in produc 

people all over^^^ the stand.ard of living of the 

naturar*forc^^,:r'^lind^*v't harnessing of 

been made nnqqihi ’ ^^sht and atmosphere, has also 

of moTerrc^^^ The luxuries 

Mlized life, /.e., electric fans, electric lights, radio 
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sets, telephone, etc, would not be available to us without the 
use of machiner.v in the field of production. 

The foregoing facts make it abundantly clear that machi¬ 
nery has resulted in bringing about positive advantages to 
humatiity and that is why its use has become so universal in the 
modern system of production. 

5. Disadvantages of the Use of Machinery. We have 
enmnerated several advantages of the use of machinery in the 
previous section. This is, however, not to say that it is an un- 
niixed blessing. The employment of machinery in the held of 
production is criticised on the ground that it has resulted in 
several disadvantages to humanity. These may be briefly des¬ 
cribed as follows : — 

(i) Dispfacetuenf of Labour. The most important 
criticism brought against machinery is that it displaces labour. 
It is to restore workers back to their old callings that Mahatma 
Gandhi advocates the scrapping of all machines and going back 
to the old world of charkha. Thi.s allegation is certainly true 
so far as the immediate effects of the introduction of machinery 
in the field of production are concerned. But the advocates of 
machinery maintain that in the long run it creates more employ¬ 
ment, though of a different nature than could ever be possible 
without it. In this connection we cen compare the number of 
old weavers with the number of workers now employed directly 
in textile factories and indirectly in mining, transport and manu¬ 
facturing of heavy machinery used in textile factories. 

(??) Lo.9fi of fJexterity and skill. Workers employed in 
factories using machinery lose their own dexterity and skill 
and become a part and parcel of machinery itself. Manual skill 
plays no part where a machine does the whole work, e.g.^ em¬ 
broidery machines have deprived skilled workers of chances to 
exhibit their .skill. 

{Hi) Loss of initiative. A machine-operator loses all 
sense of initiative because of the fact that he has no chance of 
exercising his initiative or his own thought. Every perform- 
mance is prescribed for him by the movement of machinery and 
he needs no thinking in performing his duty. 

[iv) Loss of artistic touch. By producing standardized 

goods, it i.s argued, machinery has led to the loss of all artistic 
touch in the production of v^r.ious articles. The use of machine- 
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ry. therefore^ is regarded by some as destructive of creative 
art. 

((0 Increases monotony, in repeating the same perform¬ 
ance day in and day out for the whole of his life the machine- 
operator necessarily feels the increasing vveight of monotony. 
The whole work becomes a soulless affair and he becomes tired 
of his monotonous existence. 


{«0 Increases nercous strain. The operation of machinery 
also increases nervous strain on the worker, who has to be 
yeiy caieful in attending to his duty. A little negligence may 
involve him in a serious loss of a limb or a part of his body, 
a little slip of his hand into the machinery is enough to deprive 
him of a finger, a thumb or even a hand. 

{mi) Adverse effects of large-scale prod^lction. The em¬ 
ployment of machinery, we have seen, results in large-scale 
production. But this in its turn brings about over-production, 
industrial crises and wholesale unemployment. All these 

cannot be described as pleasant results of the employment of 
machinery. 


irtii) Exploitation of workers. Large numbers of workers 
are employed at factory centres and this concentration of 
working classes at factory towns involves the loss of their 
economic independence and exploitation at the hands of 
capitalists who force them to accept low wages and to work 
for long hours. The plight of helpless women and child workers 
in early stage.s of industrialism is siinjily indescribable. 

(ix)JSocial evils. The use of machinery in modern pro¬ 
duction has resulted in bringing about social evils amono- 
worker.s and many social problems liave come into existence" 

industrial cities, insanitary surround- 
ngs, drinking, gambling, trade disputes, strikes, and lock-outs. 

ix) Undesirable division of society. Machinery it is said 
has brought into existence a large class of workers' tZ live 

^1 T The potty landowners 

inatri ‘ their lands and craltsiuen of their 

and Hie o"f production and they have all joined the rank 

and hie of industrial workers, with the result that the who^e 

society has been divided into two opposing camps, i. e workers 

ThIsTde'-f;..'"*'” '-‘h e^’ch o he 

ihis IS decidedly a very bad situation. 
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(xi) Dependence of man. It is, finally, argued that the 
employment of machinery has made the modern man more 
easy-going, dependent and weak than his forefathers have ever 
been. A college student will wait for an hour to get a tonga 
ratlier than going to the city on foot even though it might be 
half an hour’s walk ; even a villager is quite often seen waiting 
for hours for a lorry to travel a distance of 10 or 12 miles ! 

These allegations are to a large extent true. But they are 
not essentially against the division of labour and the use of 
machinery. They are against the private ownership of these 
machines and other means of production. Instead of throwing 
away the machines their ownership should be properly con¬ 
trolled b}*^ the State. As to monotony of work, if productive 
power increases, leisure can also increase, and this leisure can 
be*used for developing the artistic and aesthetic qualities of 
the worker. Monotony of work need not mean monotony of 
life. It is not capital (machines etc.) that is at fault but its 
ownership with which we are not concerned at present. 

6. Limitation to the use of machinery. We have so far 
discussed the advantages and disadvantages of the use of 
machinery and have finally arrived at the conclusion that there 
is nothing seriously wrong with machinery as such. But, on 
the whole, the employment of machinery has its limitations. 
In the first place, it can be used only in the production of 
goods for whicli there is large and continuous demand so 
that the factory concerned can be operated all the year round, 
for otherwise it will have to be closed during a part of the 
year and this will be unprofitable fo the manufacturer. Second¬ 
ly. machinery can be employed in the production of standard¬ 
ized goods and articles of novelty must continue to be produced 
by manual labour. Lastly, it is generally agreed that machinery 
has a limited use in agriculture, fruit-gardening and building 

industries. 

7. Large scale Production. What do we mean by the 
scale of production ? The scale of production refers to the 
magnitude of the output realized from a productive enterprise. 
PriTduction may be organized on a large scale, a medium scale 
or a small scale. However, the most outstanding feature of 
modern productive enterprise is large scale production- 
Division of labour and the introduction of power-driven 
machinery has made it possible to undertake production on 
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a large scale. In every field of industrial activity we note 
that large scale production is beginning to predominate and 
that small producers are being replaced by large scale pro¬ 
ducers. 

8. Internal and external economics. Why do people 
undertake large scale production ? Large scale production is 
undertaken mainly with a view to secure various kinds of econo¬ 
mies which are inherent in this kind of production. These eco¬ 
nomies are mainly divided into two categories; namely, external 
econornies and internal economies. 

VfiliweTTiaZ economies are those which are not peculiar to in- 
divKmdr firms but are available to all business concerns in the 
same industry, e.g., efficient means of communication and trans- 
•portation, the existence of an efficient banking system, providing 
cheap financial facilities, the availability of adequate efficient 
labour etc. They are generally the results of wholesome growth 
of the industry concerned and more particularly the result of 
. localization of industry. 

economies are those which are peculiar to certain 
indivTOual firms and are not available to other business firms 
engaged in the same industry, e.g., better co-ordination of 
various factors of production, the employment of labour saving 
devices with a view to reduce costs of production, the discovery 
of new inventions and new methods to enhance the effici¬ 
ency of work etc. They are mainly due to the superior adminis¬ 
trative ability of the organizer, his commercial foresight and 
technical efficiency. 

9. Advantages of large scale production. External and 
internal economies realized by large scale producer.s are res¬ 
ponsible for a number of advantages which are attributed to 
large scale production. Generally speaking the advantages of 
large scale production are those of the division of labour and 
the use of machinery. Particularly, however, the advantages or 

Q economies which are primarily associated with large scale pro- 
7 duction may be briefly described as under: — 

(i) Economy of labour and skill. In order to realize all 
possible economies of production it is essential not only that 
r each worker should be constantly employed but also that he 
should be employed on a task at which he can display his skill 
best* This is possible only under large scale production where 
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a large number of workers are employed and division of labour 
is carried to its fartliest limit leading to the extreme specializa¬ 
tion of functions. 

(Hi) Economy of Ccvpital. A firm operating on a large 
scale can realize the economy of capital to a greater extent 
than a small scale producer. For instance, it can use specializ¬ 
ed machinery for performing each little task and can afford to 
purchase the best and up-to-date machinery. Likewise, it can 
secure loans at more favourable terms than a small scale pro¬ 
ducer. 

(Hi) Economy of Material. A large scale firm can afford 
to establish a specialized machinery for utilizing by-products 
and can thus prevent waste of materials. The meat packing 
industry of Chicago in U.S.A. has established several factories 
for utilizing its by-products i.e.. hides, fats, hoofs, bones, blood 
of animals, etc., which are manufactured in the form of glue, 
fertilizers, buttons, combs, etc. The price secured for such 
articles, decreases the price of the main article, thus enabling 
the consumers to have it at a lower cost and the producer to 
successfully compete with his rivals. 

Economy in haying and selling. A large scale firm 
purchases its raw materials on a large scale and is therefore 
able to secure them at comparatively low prices. In selling 
its products ou a large scale it can also afford to quote low 
prices and yet earn a good deal of profit. This is possible be¬ 
cause it can make economies in advertisement, obtain special 
rates in transportation, utilize the services of able salesmen, 
etc. 

(i;) Experiment and Research. A large scale firm can 
easily afford to invest a very small percentage of its profit in the 
establishment of a laboratory for experiment and research, 
which may result in the discovery of new methods of produc¬ 
tion or new inventions, thus extending the scope of internal 
economies and placing the firm on a sound footing. 

The benefits of increasing return. “Upto a certain point 
in th e scale of production the greater the use of labour and 
(capital, the less will be cost per unit of product, provided the 
intelligence and the capacity of the management move upto 
the mark. The increasiug returns operate to a considerable 
extent in the manufacturing industries, the large-scale producer 
can thus take advantage of the benefits of increasing returns”. 
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(r») Capacify to face Finally, due to its larger 

resources a bigger firm is in a better position to face hard 
times than a smaller firm. It can go on producing even at 
a I 0 S.S, if necessary for a time, in order to keep its hold on the 
market. 

10- Disadvantages of large scale production. Large 
scale production, however, possesses certain disadvantages, 
which are given below :— 

(i) Lack of attention to details. It is not possible for a 
large scale producer to pay so much attention to finer details 
as a small scale producer can, because he is too busy in hand¬ 
ling other problems of his business. 

Hi) Standardized production. A large scale firm, it is 
argued, can produce only standardized products. It cannot meet 
the demands of individuals as it is true in the case of a small 
scale producer. Nor is large scale of production suited to the 
production of artistic goods e.g. ivory carving,embroidery, etc. 

Hii) lendencies to Routine. It is commonly believed that 
all big concerns have a tendency to develop a set routine, 
which is destructive of initiative and originality, workers have 
no opportunity to exercise their own originality or initiative. 

(iv) Over-production and unemployment. Under large 
scale production goods are produced for marketing purposes and 
therefore production has to be carried on in anticipation of 
market demand. The possibility of increasing returns by the 
expansion of production and the spirit of competition' with 
rival producers, induce large scale producers to carry on their 
activities at headlong speed with the consequence ‘ that even¬ 
tual y over-production gluts markets and larger numbers of 
'^f°twk of employment because of the stoppage 

p<ot/ees Big hrms employ thousands of u-orkers so that it is 
praaically impossible for the employer to get in personal touch 

m sundLsI"'',!”'V® qui‘« "fteo results in 

tl.M •ultimately leads to strikes and lock-onts 

thns widening the gnlf between two parties. 

S a 1(1 1 pad si * 1 r. Large scale production, it is 

■sa d. leads to international competition and eventually to wars 

bringing about wholesale destruction of men and materia 
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Practically all modern wars, since the advent of Industrial 
Revolution, have been fought with a view to secure markets 
for the disposal of ever-increasing industrial production. 

11. Limitations of Large Scale Production. It is un¬ 
doubtedly true that in the long run the advantages of large 
scale production outbalance its disadvantages. But how is it, 
then, that all articles are not produced on a large scale. This 
is due to the fact that, like all good and beneficial things 
large scale production has also its limitations. Firsts physical 
capacity of the organizers puts a limit to the ever-increasing 
expansion of production. After all an individual can control 
and efficiently supervise only a certain amount of work during 
his working time. When the work becomes unmanageable, it 
is essential that he should employ some assistants. But these 
assistants cannot be expected to be just as efficient as the 
organizer or owner of the business and therefore it is likely 
that waste would come in and thus the cost of business might 
increase. Secondlyy nature of industry sometimes limits the 
operation of large scale production. The technological consi¬ 
deration regarding the iuJustry have also to be kept in view. 
The stage of technological developments in the industry has to 
be carefully ascertained before a suitable scale of operations 
can be decided upon. It is mostly in heavy and manufacturing 
industries that large scale production is undertaken, while 
agriculture and other extractive industries generally continue to 
operate on a small scale. Thirdly^ the nature of article in 
question also determines whether it can be produced on a large 
scale or a small scale. Artistic goods, for example, will continue 
to be produced on a small scale irrespective of all sorts of 
improvements iu industry. On the other hand, standardized 
goods are by their very nature suited to large scale production. 
Foiirthlyy the extent of market also limits the scale of produc¬ 
tion. If a wide market is available for the .sale of tlie article 
produced, it can be produc^ed on a large scale. If, however, the 
article is to be sold iu a narrower mai'kct, i. e. bricks, it must 
be produced on a small .'^cale. And not only is the extent of the 
demand to be studied but the nature of that demand too has 
to be taken into consideration in determiiiing the question of the 
.scale. A large scale may very safely be undertaken in case of 
large and steady demand but there may be a great hesitation 
in extending the .size of production if the demand is very 
tickle and subject to ever-changing caprices of fashions and 
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tastes. Lastly the availability of capital also works as a limiting^ 
factor to the operation of large scale production. Huge amount 
of capital is needed to carry production on a large scale and if 
the cost of securing the required amount of capital is prohibitive, 
one must be satisfied with a small scale production. 

12. Small Scale Production. The limitations to large 
scale production, which we have just studied, explain the 
necessity for, and the existence of, the small scale producer.s. 
This is why small scale production has flourished side by side 
with large scale production in all countries. There are, as a 
matter of fact, certain advantages which are peculiar to small 
scale production. Briefly stated they are :— 

it) Personal interest and supervision. The small scale pro¬ 
ducer is personally interested in the welfare of his enterprise 
and this fact induces him to supervise the operation of his 
enterprise as effectively as possible. This is not possible for a 
large scale producer who has to depend on the mercy of paid 
managers for the efficiency of his enterprise. 


iii) (rreater attention to details. A small scale producer 
can pay more attention to details and can produce things to or¬ 
der. Our village shoe-maker, for instance, can meet the desire of 

his customer in preparing the design of a shoe as required by 

him. But this is not possible for the Bata Shoe Co. 


Uii) I ersonal touch befireen producer and consumer. 
Ihere is a direct personal touch between the producer and the 
consumer in the case of small scale producer ; the producer can 
thus keep his clients perfectly satisHed with his services. He 

can keep himself in touch with the changing tastes of his cus¬ 
tomers and can thus adjust his production to prevailing needs. 

between employers and employees. 
There IS likewise, a direct personal touch between einployers 

^o employer can afford to 

g around, talk to his employees, enquire into their difficulties 

comfortable to the best of his 
ability. By personal contact with them, he may be able to win 

or hirn'I^K a^lmiration 

md Zf’ o-n 

Jhe nro ■* ^7^* themselves as effectively as they c an, adding to 

such ^ IToducer cannot do 

such things, It 18 physically impossible for him to do so. 
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In addition to those definite advantages, which are pecu- 
liai to the small scale producer, there are other factors which 
encourage small scale production, e.g., article, of limited demand 
must be produced on a small scale: articles, the demand for 
which is subject to seasonal fluctuations are |)articularly suited 
to small scale production, bulky or too heavy articles, such as 
bricks, are also produced on a small scale ; articles of novelty 
and artistic nature must likewise be produced on a small scale; 
and filially, cheap electric power, eflicieut and cheap measure 
of transport, cheap raw materials, new markets etc. are favour¬ 
able to small scale production. , 

% 

Summary. 


Tiie use of machinery is the inu^t outstanding feature of niodeni pro¬ 
duction. ^ 

Machinery is used because it reduces strain in human muscles, takes 
automatic operations Irom men and thus relieves monotony, performs dirty and 
dangerous jobs, works taster and more accuiately can do tasks which are 
either too heavy or t(*o delicate for hnnian hands. It brings about large scale 
production and it makes the works mechanical-minded, Natural resources.are 
exploited and natural torms are harnessed into the service of man. 


Disadvantages. Displacement of labour, loss of dexterity and skill, loss 
of initiative, loss of artistic touch increases monotony,’ nicr<*asc.s nervous strain, 
aJver.se effects of largo scale production, exploitation of works, social evils, 
undesirable diversion of society, dependence of man. 


Limitations to the use of machinery. 11 cannot be used unless demand 
IS large ; it can be used only for the piodoulion of standardised goods. It has 
not got much scope in agriculture. 

Large Scale Production is uudertakeii to secure vaiioas economies. 

Internal economics, peculiar to individual linn. 

External economic, common to all tirnis. 

Advantages and large scale production. Economy of labour and skill, 
economy of capital of material, in buying and selling, experiment and inineinl, 
benefits of increasing returns capacity to face bard time.s. 


Disadvantages. No attention to detail standardised production icndeiiuy 
to routine, over-production, uneinploytncni, lack of pei'sonal touch between 
employers and employees, cotnpetitiun and war. 

Limitations of large scale production. They arise from the pliysical 
capacity of the organised nature of industry, extent of the market, nature of 
article, lack of capital. 
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Scnall'Scale Production. Advantages—Personal sopervision, attention to 
detail, personal toacb between the employers and employees and consumers 
and the producer. 

Circumttanoea which encourage small scale production. Limited and 
fitful demand, bulky articles in relation to labour, articles of novelty or artistic 
merit, cheap electric power means of transport, cheap raw material, new 
markets. 


I. 


Exercise. 

Distinguish between : Internal and external economics. (I 944 ). 



CHAPTER XI 


ORGANIZATION OP PRODUCTION 

1. Introduction. Let us now turn to the fourth factor of 
production i.e.. Organization. 

With the advance of civilization, organization of production 
has become more and more complicated and has necessitated 
specialization of functions. In earlier times the organization 
ol production was very simple because production was mainly 
conducted on a small scale and was meant only for the local 
market. The owner of the productive enterprise was an orga¬ 
nizer as well as a capitalist by himself, for he not only con¬ 
ducted the supervision and management of his enterprise but 
also financed it out of his own pocket. Adam Smith in his 
writing makes no di.stinction between the capitalist on the 
one hand and the organizer or the entrepreneur or business 
on the other. This was mainly due to the fact that during 
those days the capitalist and the enferpreneur (we might also 
add the manager) were combined in one. At present, however, 
the story of the organization of production is quite diflferent. 

2- Emergence of Entrepreneur. After the advent of 
Industrial Revolution production has begun to be carried on 
a large scale due to the application of power driven machinery, 
division of labour and specialization of functions in modern 
productive enterprises. Experience has shown that the posses¬ 
sion of capital is not essential to become a successful organizer 
of business. Complicated problems of modern production, 
market organization, finance, etc., require an individual who is 
specially trained and naturally equipped with the required 
qualities to control and guide modern productive enterprise. 
Such an individual is known as an organizer, enterprisier, 
undertaker, entrepreneur or captain of industry. He has come 
into existence, as we have just seen, after the advent of 
Industrial Revolution and is now the most important feature 
of our productive system, for without him the other factors 
of production, /.e., land, labour and capital, would not be 
sufficient for tlie production of wealth iinder modern conditions. 
This organizer may be one individual, as is the ca.se with the 
individual enfrepeneur, or a number of individuals, as is true of 
the joint stock company. 
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3. Functions of Enireprenextr. The main functions 
which an entrepreneur performs may be described as follows; 

(i) Planning and initiation of hxtsiness. The organizer 
or entrepreneur has to think out plans for initiating business, 
so that he has to study market conditions very closely and 
carefully. He has to decide all details of what article has to 
be produced, of what quality and to what extent and finally 
where it will have to be sold and under what circumstances. 
In a word the responsibility of planning of starting the busi¬ 
ness entirely rests with him and this is a very important res- 
ponsibiltiy, because the whole success of the business, entirely 
depends upon a wise choice at this juncture. 

(m) Co-ordination of various factor's of production. He 
co-ordinates the various factors of production, i.e., land, labour 
and capital. It is his responsibility to bring them into harmoni¬ 
ous co-operation and therefore he has to decide how much each 
factor should be employed. Upon the proper co-ordination of 
the factors of j)roduction depends the success or failure of his 
business. Therefore, he must see to it that no capital is wast¬ 
ed, every worker is most eflFectively employed, that division 
of labour has been properly carried out, that business site has 
been carefully selected and that every factor of production 
has been employed in such a manner as to secure equi-marginal 
utility from each and to modernize his total production. With 
a view to achieve this aim, he estabishes a research labora¬ 
tory where experiments are conducted to effect needed im¬ 
provements. 


Hii) Supervision and management. Just to co-ordinate 
various factors of production in proportions is not enough, 
e en Tepteneur has further to see to it that this arrangement 
continues to prevail according to his entire satisfaction. He 
has therefore to supervise and manage the whole show with a 

desired end and as such, he is free to make 
any alteration at any time he deems fit. 

<'/■ remark.? It is the entrepreneur 
var?o^L f'Y®" earuings of industry or business among 
.1 . production in the form of remuneration for 

tLesi «e'-vices. e.g.. rent is paid to land owners, in- 

mlke wages to workers. Even if he cannot 

t^on in A agents of prodne- 

n m accordance with the terms of the contract with them, tj 
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M Advertisemf^nt and marketing of the produce. The 
mere production of goods by a harnionioua co-ordination of 
various factors of production and their effective supervision 
and management is not enough. After the goods have been 
produced they must be properly sold to make the business a 
success. The entrepreneur, therefore, has to make arrange¬ 
ments for effective advertisement and proper marketing of his 
products. 

(ii) Assumption of risk. The most important function 
of the entrepreneur, however, is the assumption of risk. He 
is responsible for all risks involved in operating and carrying 
on his business. This aspect of his function has to be empha¬ 
sized and must be carefully noted. Generally speaking for 
every factor of production there is a certain amount of risk 
involved in business, but the risk of the entrepreneur is Inde¬ 
terminate and immeasurable. Production in modern times has 
to'be cai'ried on in anticipation of demand and it takes a good 
deal of time before the raw materials are manufactured and are 
finally placed in the hands of the final consumers. During 
this long interval if market forces go against him he may have 
to suffer tremendous loss. There are financial risks, e g., he 
may not be able to secure sufficient capital at the proper time, 
and there are industrial risks, e.g., fashions and tastes may 
change, and the demand for his prodxict may decrease consi¬ 
derably. He assumes all such risks and it is because of this 
fact, that he occupies a place of prime importance in the mo¬ 
dern system of production. 

4. Importance of Entrepreneur. It is sometimes asked 
why should the entreprerieur be regarded as a distinct and an 
independent factor of production? Why should he not be re¬ 
garded as a part of labour? After all he is rendering his ser¬ 
vices to society in the field of production just as a worker 
render.s his services in this field. By an industrial worker we 
do not necessarily mean the manual worker, for even the ma¬ 
nager, who sometimes gets thousands of rupees as his salary is 
regarded as a worker in the general sense. What is. then, 
the peculiar thing about the entrepreneur which entitles him 
to be regarded as a distinct and a separate factor of produc- 

tion ? 1 j • j 

The fact that the entrepreneur is regarded as an indepen¬ 
dent factor ijf production is due to the important position 
which he has come to occupy. This is evident from the 
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description of his functions which we have detailed in a pre¬ 
vious section. He stands at the helm of modern system of 
production, while other factors of production work under his 
guidance and control. He brings them into a harmonious 
combination by proper co-ordination and pays them their 
rewards. He cannot be regarded as a mere labourer, or on 
par even with the manager of the business, because a labourer 
gets his wages and the manager receives his salary' in accord¬ 
ance with the terms of employment; they run no risk. The 
entrepreneur, on the other hand, paj's these wages and salaries; 
his own remuneration is not fixed. He may earn a huge 
amount of profit if market forces are favourable to him, but. 
he may earn nothing or may even have to suffer a loss if 
market forces are unfavourable to him. It is this difference 
between him and the ordinar}*^ industrial worker and particu¬ 
larly the risk whicli he has to assume, that entitles him to 
be regarded as an independent and a separate factor of 
production. 

The importance of the organi/.er of business is well brought 
out in the following fjuotation which once again mai ks out 
80 clearly the ditferei ice between bim and an ordinary worker. 
A writer on the subject says: “To find out which man is 
best fitted to a particular task ; to assign him that task and 
make him do most of it; to be on the look out for the sources 
of supply of raw materials at a clieaper rate; to carry on 
experiment with a view to introduce a new i)rocess in place 
of the old one; to adopt the best and most uii-to-date macbine 
in order to increase production; to employ canvassers and 
agents, and to advertise to push the sale of the finished com¬ 
modity; all these and allied function.s are undertaken by 
organizers who must be eflicient in them if they desire to 
prosper in their business.” 

5. Qualities of a Successful Entrepreneur, In order to 
be a successful organizer of busine.ss, the entrepreneur must 
possess certain definite and positive qualities. He lias to 
work as a businessman and as an employer and the various 
tpialities which he must possess in hi.s different capacities are: 

As a businessman, he must possess :— 

(i) Organizing atfilitif, so that he can effectively utilise all 
Himan, natural and material resources to best advantage. 
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Hi) Thorough knowledge of his trader so that he can under¬ 
stand and appreciate the consequences of various conditions 
affecting his business. He must be able to analyse market 
forces accurately and adjust his production to them. 

(Hi) The art of creating demand. He should be able to 
organize and conduct an effective advertisement and canvassing 
campaign, with a view to persuade the prospective consumers 
to buy his goods. 

(iv) Technical skill. It is essential that he should possess 
a certain amount of technical skill so that lie can effectively 
supervise the work of te<5hnicians employed in his enterprise. 

(y) A successful organizer of business has to know some¬ 
thing of law also. Elementary legal knowledge—particularly 
pertaining to his own profession is essential so that he does not 
have to depend on and pay lieavy fees to lawyers for trifling 
matters. 

(vii A cpol head and a firm mind. A successful entrepre¬ 
neur mu.st have a cool head, so that he can think clearly even if 
he is pitched against baffling circumstances and a firm 
so that he sticks to the decisions he once takes. He should 
be quick witt^d enough to make accurate decisions at the spur 
of the moment and strong enough to stick to such decisions. 
A little slip in his judgment and a little extraneous inflneuce 
in his decisions may lead him astray and cause disaster to his 

business. 


And as an employer :— 

(?) He must be a good organizer of labour, so that he <^n 
make the best use of workers employed in his concern. Me 
must be able to pick up the right kind of man for every ]ob. 

Hi) He must know something about the mass psychology 
so that he can handle effectively any trouble that might break 


up among his employees. 

(Hi) He must also pos.sess natural qualities of leadership, 
so that he can really give a sound lead to the whole rank an 
file engaged in his enterprise and thus lead them to a successful 

conclusion. 

(^y) Finally, he must be a sympathetic employer so that 
he can win the sympathy of his employees and can make them 
believe that he is prepared to do everything for their welfare. 
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This is only how the employees can be made to put in their 
best for the success and posperity of the business venture. 

The foregoing discussion of the qualities of a successful 
entrepreneur indicates once again the importance of his posi¬ 
tion and shows timt every Tom, Dick and Harry cannot ascend 
to the throne of entrepreneurship. He must be an extraordi¬ 
nary man, for he has to be not only an organizer, but also an 
economist, a technician, a lawyer, a psychologist, a popular 
leader and what not. 

6. Organization of Business—Its Efficiency and Mo¬ 
bility. Now that we have seen how organizer or entrepreneur 
has sprung up and what important position he occupies in the 
modern productive system, we are in a position to discuss the 
problem of organization along with its allied aspects. 

Wha.t is organization? Organization is the fourth factor 
of production, distinct from land, labour and capital. It re¬ 
fers to the metliod or system of organizing 2 .e., how the three 
factors of production are brought into co-ordination in order 
to operate a certain business enterprise successfully. The 
busines.s enterprise includes different types of productive effort, 
agricultural, industrial and commercial. It is the duty 
of the organizer to see how land, labour and capital should 
be brought into harmonious co-operation in each of those types 
of productive effort. We have already noted the main func- 
tion.s which he has to perform in this connection. 

The various factors affecting the efficiency of organfza- 
we have already discussed in a previous section under 
-he heading of qualities of a successful entrepreneur 

The mobility of W'ganization to the ease with which 
an organizer can shift his organizing ability from one field of 
productive activity to another. It may assume two forms, 
e.e., geographical mobility of organization, referring to the 
movement of productive organization from one place to another, 
e.g., an organizer of a cotton textile mill moving from Bom- 
ay to Sholapur, Ahmedabad or Amritsar and industrial mo- 
i i y of organization, referring to the movement of productive 
organization from one industry to another e.g., a leather manu- 
lacturer at Cawnpore taking to carpet manufacturing. The 
geographical mobility of organization may be national, when 

° frontiers of a country or international, 

en 1 crosses the boundaries of nations and moves from 
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country to country. There may also be an indiisfrial-cum~ 
geographical viobility of organizaiion. This would be the 
case if the leather manufacturer of our previous example who 
moves to Amritsar establishes a carpet maiiufacturinj; factory 
there. 


On what does the mobility of organization depend? We 
have already stated that the main aim of production is the 
creation of maximum wealth. This is also the main aim of 
the organizer of business, because it is only by producing the 
maximum amount of wealth that he can earn the highest 
amount of profit which is his ultimate concern. It is, therefore, 
apparent that the mobility of organization is mainly influen¬ 
ced by various factors promising better return or higher profit 
to the organizer, i.e., availability of market, absence of competi¬ 
tion, availability of cheap capital and efficient labour at com¬ 
paratively low cost, cheap and efficient means of ti*ansport, 
etc. It may like\vi>^e be l»indered by various factors such as 
existence of monopolies, legal restrictions, etc. 

We may now proceed to discuss the various forms of busi¬ 
ness organization. 

7. The individual Enfreprenenr. The individual en- 
treprenurial system is tlie oldest form of productive organiza¬ 
tion. Under this system, a .‘’ingle individual owns and controls 
the business and hears all its risks i.e., his liability is unlimi¬ 
ted. He may own all the various factors of production him¬ 
self, or he may get them on hire paying rent for land, wages 
to labour, and interest on capital. This form of business is 
common in small industries which do not require much capi¬ 
tal. This system is also usual in agriculture of the 1 unjab, 
for instance! we have the peasant proprietors and tenant far¬ 
mers. The former own.s all the factors of production includ¬ 
ing land. The latter gets land from landlord, whom he pays a 
customary rent on bafai. This is usually one half of the gross- 

produce paid in kind. 

Due to the smallness of his holding and primitive me¬ 
thods of agriculture, the economic position of the peasant pro¬ 
prietor is very unsatisfactory. The tenant farmer is still worse 
off, because the landlord takes away the lion’s share out of his 
meagre produce. But all small scale producers are not so 
badlv off. Single entrepreneurs in industry can be quite 
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prosperous. Though his enterprise is on a small scale, he 
can enjoy certain advantages which a firm operating on a large 
scale, cannot command. In the first place, he is his own 
master. This gives him a great moral backbone. He receives 
nobody’s orders. Secondly, he works for his own profits, and 
hence puts forth the maximum effort. He works longer hours, 
but as the surroundings are more homely and all the family 
members can also do their bit, these longer hours need not 
be as they would be under an employer. Thirdly, he can cater 
for certain special customers, customers whose tastes are 
changing, or who want special types of artistic goods, which 
cannot be produced on a large scale. Moreover, seasonal 
trades, e.g., ice factories, are suited for this type of enterprise 
He usually supplies a local market and thus saves cost of 
advertisement, etc., and many other market expenses. 

The system, however, has its limitations. The capital that 
an individual can command is very limited, hence he cannot 
engage in big enterprises. His productive unit is small and 
thus, he loses the various economies of large scale, which we 
have already noted. As already said, for enterprises which 

cater for limited markets, individual tastes and artistic needs 
this system is quite suitable. * 

8. Partnership. Two or more persons may enter into a 
partnership for the pursuit of a particular enterprise. The 
rights, privileges, and duties of partners are usually defined 
by laws. The liability of partners is unlimited, i.c , each 
partner IS responsible individually, to the extent of his pro¬ 
perty, for the debts of the firm. It is a convenient form of 
co-operation between more than one enterprisers, who can 
carry on business by division of functions among themselves 

Its resources and credits are larger than those of the individual 
enterpriser. 


.. l^owever, has many weaknesses. A partner- 

hip i.s dissolved at the retirement of any partner, his death 
or bankruptcy. Thus, it does not have the continuity of a 
joint stock company. The unlimited liability, though it pre 

rhe h;i;:r "‘"rr- coLiderable degree 
tne healthy spirit of enterprise. ^ 


Then, there 
partners and this 


13 the po.ssibility of disagreement among the 
may seriously hinder the efficiency of business. 
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It IS also not suitable for large undertakings. It is mostly 
common in moderate mercantile business and small manufac¬ 
turing establishments. 

9. Co-operative Society. A co-operative society is an 
association of individuals formed for the achievement of certain 
economic purposes. It is formed purely on voluntary basis. 
In such an association the moral aspect is as much emphasised 
as the material. It is usually an association of ecotiotnicallv 
weak individuals, who by mutual support seek to obfain ad- 

vantage.s generally available only to wealthy and powerful 
persons. 

The principle of co-operation is of wide application. In 
India (especially in the Punjab) it has been most successfully 
applied in the field of credit. In production it has been of 
limited applications, though iu small industries like handloom 
weaving, which need very little capital, it has proved quite 
successful. In Great Britain it has been most successful in 
the retail trade. 

A productive co-operative society is formed by the workers 
who appoint their own managers. The members supply the 
necessary capital and take all the risks. The profits are dis¬ 
tributed among the workers or the members. The idea is to 
eliminate the middleman in every form. 

This form of organization has an advantage in that the 
workers work for themselves and thus put iu their best. But 
in practice it has not been a succes.s. The workers do not 
adequately appreciate the value of high managing ability, and 
thus cannot employ well paid managers. Moreover they 
regard their managers and foremen as their employees and • 
this goes against the discipline of the concern. 

The co-operative principle has achieved its greatest success 
in the form of consumers’ co-operative societies or co-operative 
stores. The idea here is to dispense with the middleman. 
The society purchases consumers* requirements for its members 
at wholesale prices and sells to them at the prevailing market 
rates. At the end of the year the profits (after making due 
allowances for capital replacement) are distributed among the 
members in proportion to their purchases. By this method 
not only the quality of the provisions supplied is better but 
the profits instead of going to the middleman go to the mem¬ 
bers (consumers). This system is quite popular in Great 
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Britain. It is estimated that one third of the needs of the 
population there is supplied by co-operative societies. 

10. Joint Stock Company. Joint Stock Company has 

come to be the most important and most typically modern form 
ot business organization. It is specially suitable for large 
scale enterprises m the field of manufacture, mining, transport, 
banking and insurance. 

The initiative in the formation of a joint stock company 

I" ^ “company promo¬ 

ters They make a scheme to undertake a large enterprise 

involving huge amounts of capital. The company is then regis- 

coun- 

the Conjpanl IcrTaia registered under 

The capital of a joint stock company is partly borrowed 
debentures (bonds give to the lenders bearing 
stated annual rates of interest) but mostly by the issue of 

chreVh These latter can be^onvenfentTy pur¬ 

chased by small investors. The number of shares, however 
13 so large that the total capital collected comes io a hure 
amount. The shares are of different kinds, according to the 
risk involved in ^eir purchase. The debenture-holder bears 

the least risks^ He gets his fixed rate of interest whatever the 

fortunes of the company, short of bankruptcy. Amour the 

shareholders the preference shareholders bear less risk^ Re 

turn on their shares has to be paid before the ordinary sharr 

sh anything. The greatest risk is borne by tbe rdinarv 

sharebolders. If the company is not doing well, they suffer mosf 

has be^n met ^‘tC ‘^e company’ 

shares*^ h,f back. The value of the 

corp:ny.°Thrs He i:rnt‘;r‘‘k ‘be 
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The shareholders are the owners of the compan 5 »^, but the 
actual policy is controlled by what is known as the Board of 
Directors. Theoretically they are appointed by the shareholders 
at their general meeting. In actual fact, however, these people 
are self-appointed. They are usually the original company 
promoters who hold more shares than others, and thus wield 
greater influence, even though their total ownership of capital 
is only a fraction of the whole. They get this advantage 
because the shareholders are large in numbers, and are scat¬ 
tered all over the country. An individual shareholder’s stake 
in the company is so small (and he may have shares of many 
companies) that most of tliem do not attend the general meet¬ 
ings, leaving the bigger shareholders to exercise power. 

Although the general control of policj^ is in the hands of 
the Directors, yet the actual running of the business is under¬ 
taken by paid managers appointed by the Directors. Under 
the manager or managers is the rest of the staff working in the 
business. 

The joint stock system tlius presents many advantages over 
the other forms of organization. Large amounts of capita can be 
collected from small investors and is invested in large-tinder- 
takings. The risk is limited and distributed while the capital 
accumulated is enormous. This enables the company to under¬ 
take risky business and businesses that require huge amounts of 
capital. The shares can pass hands easily. The ownership may 
change but the company can last for generations. This increases 
its power of undertaking enterprises that bring fruit after a 
long period, e.g., construction of canals, steamsliips and railways. 
Another advantage possessed by the jojnt stock company is 
important from the point of view of creditors of the company. A 
joint stock company has a legal existence (or is a legal entity) 
and can sue or be sued like individuals in the courts of law. 
This fact insures the interests of creditors of such enterprises. 

The disadvantages of the system are less than its advan¬ 
tages but these should not be ignored. This system gives control 
to a minority of owners of capital, and actual management to 
employees who have nothing to lose beyond their jobs. These 
conditions sometimes lend to fraudulent practices, and to all 
the evils of absentee capitalism. Though democratic m 
theory ; the system results in too much concentration of power 

ill a few hands. 
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Limited liability encourages the management to undertake 
too risky ventures, speculative in nature. Ignorant share¬ 
holders are unduly exploited by the clever ones, who might 
force them to face the lion’s share of loss by selling their own 
shares when the business has become unsound and is likely 
to fail. Moreover, responsibility is divided and therefore it 
leads to inefficiency. 

It requires a high degree of integrity and honesty on the 
part of the Directors for its success. 

Temptation to fraud, however, has been considerably re¬ 
duced. Hope of promotion, love of power and social ambitions 
keep the managers on the right path. Moreover, the affairs 
of the public joint stock companies come under security through 
publicity and legal control. 

11. Monopolistic organization. Monopoly is dehned as 
the sole power to deal in anything. The Government of India, 
for instance, has the monopoly of postal and telegraph services, 
But such absolute motiopclies are very rare. Ordinarily, 
therefore, monopoly refers to a productive enterprise which 
is in a position either to fix the price or to control the supply 
of its^roduct. A large firm contributing more than T6^/o of 
the article in question can be said to possess monopoly of that 
article because it can easily fix its price or control its supply. 
The main aim of the monopolist is to secure maximum profit 
or monopoly revenue. This can be possible only wlien he can 
effecUvely control the supply of his article or is in a position 
to fixnts price so that other producers, if any, have to abide 
by his decision. 

Monopolies are classified into :— 

(f) Natural Monopolies. Such monopolies arise due to 
natural causes leading to limited source of supply, e.g., mono¬ 
poly of diamonds on the part of South Africa, or semi-monopoly 
of jute by Bengal. 

(ii) Social Monopolies are created for the benefit of the 
society. When the nature of business makes it uneconomical 
for more than ono firm to engage in rendering the same service 
monopoly is created, e.g.y gas, electric and telephone companies 
rendering their respective services in modern cities: competi¬ 
tion in such cases is not only wasteful but also inefficient and 
inconvenient tothe public. 
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( 222 ) Legal monopolies are created by law, e.g., patents, 

copyrights and trade marks. Such monopolies are created 

with a view to protect the rights of individual citizens who 

have worked hard in making some inventions or in writing 
some useful books. 

{iv) Voluntary monopolies are those which are created by 
economic forces either through cut-throat competition leading 
to the elimination of all rivals and thus giving monopoly to 
the strongest, or a few big rivals may join hands together and 
may form monopolies by agreement. 

monopolies may assume different forms ; 

(rt) KarteU when independently producing firms come to an 
agreement to establish a monopoly by regulating their output, 
or distributing markets among themselves, it is called a kartel. 
Kartels are very common on the continent of Europe, especially 
in German 3 ^ Under this form of combination, the producers 
do not lose their individuality, but create a central agency 
for certain definite purposes, e. g., fixing prices, limiting output 
or distributing markets. A kartel can easily be dissolved. 
Monopolies of this type may also be created by international 
agreements for short periods, Tea Control Scheme. 

(ft) Trust, A more advanced form of monopolj" is a merger 
of the various companies into one company. This is called 
a "trust.'* \^^lien a trust is formed the individuality of the old 
companies is destroj'ed and a new company comes into existence. 

Another form of centralization of control is what is called 
a ‘holding company,” e. g., Vickers and Imperial Ch%micals 
Industries of the United Kingdom. 

(c) A Holding company. A holding company is formed 
when a company purchases the majority of shares of a number 
of other companies and thus controls the policy of all. One 
holding company may control a number of other holding com¬ 
panies, and in this way may exercise enormous monopolistic 
powers. 

There are certain advantages and disadvantages peculiar 
to monopolies. Advantages are mainly like those of large 
scale production already mentioned in a previous chapter 
e. g., various kinds of economies of production, mitigation of 
industrial fluctuations, removal of competitive wastes, etc. 
On the side of disadvantages it is maintained that trusts 
usually charge higher prices, grow, politically corrupt, and 
encourage speculation and over capitalization. 
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Summary 

In early times the enterprenear was also the capitalist. 

Bot complicated problems of modern market, organisation and finance 
etc., reqoire an individnal who is specially an expert m guiding and organising 
production. 

FuDctions of the Enterprcneur. Planning and initiation of business, 
co-ordination of various factors ‘ of production supervision, and arrangement, 
distribution of rewards, advertisement and marketing, and assumption ol risk. 

Importance of the Enlerpreneur. He stands at the helm of piodnotion. 
He co-ordinates and combines the other factors. He takes the risk. AH the 
phases of production are carried on under his guidance. 

Qoalitics essential for a successtul enterpreiiour ; 

Organising ability, thorough knowledge of his trade, the art of creating 
demand, technical skill, knowledge of law most understand the mass psychology, 
qualities of leadership, a sympathetic employer. 

Organisation. Its mobility and efliciency. 

Efficiency depends on the qualities of the enterpiencur ; mobility may be 
geographical i.e. from one place to another or industrial i.e from one industry 
to another industrial-cnin-geographical involving both changes. 

The Industrial Enterpreneur. A single individual owns or controls 
business and bears the risk. It is common in organisation. He is liis own 
master. He works for his own profit and fruits in maximum eftorls. He can 
cope with a changing market and satisfy consumers’ tastes. But he tins limited 
capital ; his business is small and cannot enjoy economics. 

Partnership. Two or more people combine to put in capital ami effoit. 
There is scope for division of functions. They have more capital. The business 
is adoptabte. Bui there is no continuity, liability is unlimited. 1 here is feasi¬ 
bility of his agreement among partners. 

Co-operative Society. It is an Association of weak individuals who 
seek to obtain, through mutual support, advantageous open to all rich. 

Production Co-operation. When the workei-s run their own business 
through elected officers, it is generally a failure. 

Coniumers* Co-operation. The consumers Join and run a store of their 
own for supplying their own needs. It is very successful. 

Joint Stock Company. The shareholders supply capital and elect direc¬ 
tors to manage their concern. 

Advantages: Large capital required, risk is limited and distributed, 
risky business undertaken on those which bear fruit after a long time. It has 
a legal assistance. 

Disadvantages : Control is centred in the hands of a minority grouiul- 
ment practices, actual operatoi-s in the lands of paid employees who have 
nothing to see except their job. 

There are evils of abounded capitalism. 

Monopolistic Organisation : Natural monopolies due to natural causes 

jute in Bengal. 
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Social Monopolies : Like gas, electricity where competition will mean 

W ftS 

Le^al Monopolies : e.g. parti ots etc. 

Voluntary Monopolies : When business combine themselves and elimi- 
nate competittoii they are — 

(a) Mortal. Independent firms enter into agreement about nrices 

import, etc. ^ ’ 

(b) Trust. When the companies amalgamate and form a control over 
another by buying majority of its shares. 


1. What are the functions of enterpreneur and why, as a factor of pro¬ 
duction his work is not classified with labour. (1940). 

2. What are the principles of co-operative credit. (1940). 

3. What is co-operative credit and what are its basic principles. (1942). 

4. What is Joint stock company ? What are its special advantages as a 
firm of business organisation ? (1943). 


CHAPTER VIII 


THE LAWS OF RETURN 

1. Introduction. While studying consumption we noticed 
that in the consumption of various articles of our daily life we 
are, consciously or unconsciously, guided by certain principles. 
In other words certain definite laws underlie consumption. The 
same applies to production. We observe that the returns to 
our productive effort are subject to certain definite laws. There 
are three laws under which productive activity in modern. 
times proceeds. These laws are : The Law of Diminishing 
Return, the Law of Increasing Return and the Law of Cons¬ 
tant Return. In this chapter we shall attempt an elucidation of 
these laws. 

2. The Law of Diminishing Returns. It is a matter 
of common experience that if a farmer wants to raise a larger 
produce from his farm he can do so by investing more labour 
and capital in cultivating it e. g., he must plough it more 
thoroughly ; u.se better seeds, tools and implements ; arrange 
for sufficient hoeing and weeding ; provide adequate irrigation 
and satisfactory drainage, and so on. All this involves intensive 
cultivation and greater expense. But we find that the farmer 
cannot go on increasing the yield from farm indefinitely by 
simply increasing the labour and capital applied in its cultiva¬ 
tion. If this were so, the whole world could be fed from a 
single acre of land by investing more and more labour and 
capi a in its cultivation. In actual practice, however, the 
point 18 .soon reached when each successive unit of labour and 
capi a applied to the cultivation of the farm yields less than 

; and if the process of investing more and more 
capital is continued, the point may be reached when 

a lurtherunit may make no addition to the total yield. This 
general tendency is known as the Law of Dimini.shing Returns. 
Marshall stated it in the following words : 

cult' r*' i*icrease in the capital and labour applied in the 

causes in general a less than proportionate 
to p the amount of the produce raised, unless it happens 

oinci e With an improvement in the art of agriculture ’’ 
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Latest Economists, however, have discovered that the 
Law applies not only to agriculture, but to all industries. It is 
universal in application. So now it is enunciated as follows : 

“As the proportion of one factor in a combination of factors 
is increased, after a point the marginal and average product 
of that factor will diminish.” This assumes that the state of 
technical knowledge is given and that there are no economies 
of scale. The same is sometimes expressed in another way : 
“Whenever any fixed agent of production is combined with 
increasing amounts of one or more other factors of production, 
the return to the increasing factors tend to diminish ; provided 
of course that the point of best combination of the factors has 
already been reached, and that there has been no change in 
the technique of the industry.” 

Thus we find that in all branches of production, wherever 
the other three factors remain constant while the fourth is 
increased, the law begins to operate (after a point) with regard 
to the yield from that fourth factor. The operation of the 
law may be illustra*'ed witli the help of the following examples ; 

(a) When units of labour and capital are a variable 
factor while land and organization are constant factors. 

Suppose a partictdar farmer lias a farm measuring 20 
acres and that he invests labour and capital in the cultivation of 
that farm in doses of Rs. 50 each. The yields from the suc¬ 
cessive doses may be represented as follows i 


Loses 

1 

2 

3 

4 

5 

6 

7 

8 
9 

10 

11 

12 

13 

14 

15 


Total yield 
Maujids of Wbcat 

10 

25 

45 

70 

100 

135 

170 

200 

226 

245 

260 

270 

275 

275 

270 


Marginal yield 
Maonds of Wheat 

10 

16 

20 

25 

30 

35 

35 

80 

25 

20 

16 

10 

5 

0 

‘6 
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In the above table we find that till the Gth dose, each dose 
yields more than its predecessor. This is because one dose of 
labour and capital is very small and so the first few doses are 
too little to cultivate the land effectively. The seventh dose 
yields the some as the sixth. The Gth and 7th doses represent 
the best combination of factors of production, because after the 
7th dose each dose yields less than its predecessor, i.e.^ dimi¬ 
nishing returns have set in. The 14th dose makes no net addition 
to the total product while the 15th even reduces the total yield. 
(In this case too many cooks spoils the broth). 

Evidently no farmer will invest the 14th dose under any 
circunifttances. But the number of doses which he actually 
applies depends on the price of wheat. If the price is Rs. 5 
per maund he will apply 12 doses ; if it is Rs. 10 per maund, 
he will think it worth his while to apply even the 13th; and so 
on. 


The operation of the law may also be shown by means of 
a diagramme. 

In this diagramme the axis OX represents the doses of 
capital and labour invested by the farmer on his farm and the 


Y 



Dptet of Capital and Labour 


wheat yielded from each dose. A 

duced ‘lie quantity of wheat pro- 

uoed by the application of various doses of capital and labour 

goes on increasing till the 6th dose and this is represented by 
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the ascending curve, IR. The produce of the 6th and the 7th 
doses is the same and this is represented by a curve, CR, 
which lies parallel to the basic axis OX, while the production 
yielded by the various doses applied after the 7th dose con¬ 
tinues to decrease and this is consequently represented by the 
descending curve, DR. 

(ft) When labour, capital and organisation are constant 
factors and land is a. variable factor. 

Suppose a particular farmer employs 20 labourers and 
invests capital woi’th Rs. 100 in the cultivation of land, and 
that he brings more and more land under cultivation. 'The 
result of his efforts will be something as follows :— 


Acres of land 


Total yield 


Marginal yield 


15 

200 

16 

215 

17 

235 

18 

25.5 

19 

270 

20 

280 

21 

285 

22 

28.5 

23 

280 


15 

20 

20 

15 

10 

5 

0 

■5 


In this case also we find that the Law begins to operate 
after the I8tli acre has been taken under cxdtivation. This 
can also be illustrated by means of a diagramme as follows : — 


^ r 



the axis OY. Here also we note that the curve 
additional production ascends from I to R' and 


In this dia¬ 
gramme acres 
of land culti¬ 
vated are re¬ 
presented by 

the axis OX 
and the addi¬ 
tional amount 
realized by 
bringing the 
s u c ce s 9 i ve 
areas under 
cultivation by 
indicating the 
descends from 
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O to R showing that the production j in initial stages is com¬ 
paratively more than later stages: — 

Similarly we can illustrate that whenever in a combina¬ 
tion or factors the proportion of one factor is increased, after a 

point,,the marg;inal product of that factor will diminish, provided 
other things remain the same. 

It IS evident from the definition of the law that it holds 
good only under static conditions., i.e., when there is no im¬ 
provement to technical knowledge and methods of production. 
It the methods of produfction also improve along with the 

application of the successive units of the factor, the law may 

not f>Perate If. for instance, in the case of the illustration ia) 

’discovered between the application of 
the 9th and the 10th dose^of labour and capital, the 10th mav 
yield even more than tha 9th ; and so on. So the only wav to 

postpone the operation of.the law is to go on making improve¬ 
ments in the methods of production and technical knowledge. 

rr..»ciL Diminishing Return as the Law of In- 

tbTT « ^ ?f°T ^ return may also be called 

aw be^i^l .evident that as soJ>n as the 

law begins to operate the cost of producing another unit goes 

from the fon® production. This is clear 

equal to is 

arillow^ — ■'''® successive doses be 


Poses 

1 

3 

3 

4 
fi 


Total yield 
(maonds) 

200 

'■460 

700 

900 

1025 


Marginal yield 
(maanda) 

200 

250 

25A 

200 > 

125 


Marginal cost 
(per mnninl) 

5 

4 

4 

5 

a 


after ® begins to operate 

tftv all bifinsT'■ producing an additional quan- 

iity also begins to increase after that dose. 

This fact is illustrated by the following diagram. 

en the^^^btlf'^'" ^he doses of capital invested 

n ine lam by the axis OX and per maund cost of production of 

the commodity realized from the application of thLe dosis of 
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capital by the axis OY. At first the curve indicating cost of pro¬ 
duction descends from D to 0 showing decreasing cost per maund 

due to increase in produc- 
Y tion. Then it begins to 

ascend from I' onwards 
thus indicating the in¬ 
creased cost of produc¬ 
tion per maund realised 
from the application of 
the doses of capital ap¬ 
plied from the third dose 
onwards. 

4. Why does the 
Law of Diminishing 
Return operate so early 
in agriculture ? The law 
of ^diminishing return as 
we have already stated, 
is of universal application. 
But in agriculture it operates faster than in other industries. 
Without going into details, the causes responsible for the early 
operation of this law in agriculture may be mentioned as 
follows:— 



(i) Limited supply of land. 

(^^) Variations in the fertility of land. 

(Hi) The fact that natural forces, eg,, sun-shine, rains, 
hail-storms, floods, locusts, etc. are beyond human control and 
agriculture is constantly exposed to danger from such forces. 

{iv) Also the fact that agriculture is a seasonal industry. 

There are general causes which explain the operation of 
this law in agriculture in all countries. In India there are 
some additional causes, too, which intensify the operation of 
this law in Indian agriculture. They are: — 


(z) Sub-division of land-holdings. 

(ii) Fragmentation of land-holdings. 

(in) Inferior quality of live stook used by the Indian 
farmers, 
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iiv) 

iv) 

(vi) 

(vii) 

{viii) 

(ix) 

ix) 




Lack of proper crop-rotation. 

Lack of scientific manures. 

The use of primitive implements. 

Faster increase of population than food supply. 

Lack of financial facilities. 

Lack of efficient management. 

Ignorance of cultivators. 

5. How may the operation of this Law be deferred ? 
The of the law of diminishing return in agriculture 

time h! temporarily for a certain period of 

bme, because eventually it does set in, no matter how hard one 

prevent it. Every farmer, out of his own self- 
interest, always tries to recover the fertility of land and inake.s 

keet.beneficial results and thus 

cultfvaHen possibly can. “Scientific 

of sbIh ..r-fi -^1 rotation of crops, improved varieties 

s »P-to-date agricultural machinery 

7or a ti™ tendency of return to diminish 

tor a time, though it prevails ultimately. 

measures which may be adopted to 
selei' 1 ’ll °P«ration of this law in agriculture in any country. 

lot of th7 Tnli '"®?’"’*’® '•®®®'"™ended for improving the 

Hon on® d u'measures are consolida- 
rural iref. the means of transport in 

prov sion of , ®' e®"*®ation of a'gricultural marketing, 

industri-Bo aericultiiral finance, improvement of cottage 
mdirstries, especially those allied agriculture, so dairy far¬ 
ming . poultry, fruit and vegetable gardening, cattle-breeding, 

case of illlf®.'*'^ Return. We have seen in the 

case of ilh .strationsro) and (fi) that as the number of units of 

incrJaTd forT‘‘"’ I"*’ 

cessor iPM. rT than its prede- 

HefiiA; n ■'"Ti'l fnPrLsing 

n.t'Mim. It may be defined as follows :_ 

factorlt'in’lTreL'er''*'®",®^ one factor in a combination of 
that factor will incteaZ.” ° of 
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For instance in the above illustration {a) till the 5th dose 
of labour and capital is applied, each dose yields more than its 
predecessor did. So. till the 6th dose, the Law of Increasing 
Returns is said to be in operation. Similarly in the case of the 
illustration (ft) the Law is in operation till the 17th acre is taken 
under cultivation. 

The Law of Increasing Return may also be (Stated as the 
Law of Diminishing Cost, because as long as it is in operation, 
the cost of producing additional units goes on decreasing. This 
is apparent from the following table. 

Let one dose of Labour and Capital applied to the manu¬ 
facture of shoes be equal to Rs. 10,000, and the yield from the 
successive doses be as follows:— 


Duses 

Total yield 

Marginal yield 


pairs of shoes 

pairs of shoes 

1 

20fiU 

8000 

2 

4500 

2500 

3 

7500 

3000 

4 

11600 

4000 


The operation of the Law may likewise 
means of a graph. 


Marginal cost 
per pair of shoes 

Rs. 5 



be illustrated by 


-a 

0 

5 


4’4 




In this graph the axis 
OX represents doses of capi¬ 
tal and labour invested in 
the manufacture of shoes 
and axis OY represents the 
per unit cost of production. 

The shoes manufactured by 
the application of the 1st 
dose cost Rs. 5 per pair and 

those produced by the ap- \ ■ « , < ■ , > ■ t y 

plication of the 2nd, 3rd ^ ' 

and 4th doses cost Rs. 4, Doses of Capital and Labour 

Rs. 3^ and Rs. 2^ per pair respectively. This is represented 
by DC ciirve» which decends from loft to right and indicates 
decreasing cost of production per pair. 

7. Causes of Increasing Return, In section 2 of this 
chapter we have .seen that in the cultivation of a farm the law 
of increasing return operates in the case of the application of 
a few initial doses of capital and labour. It is, therefore, 
possible that increasing return may be had in agriculture to 
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a certain extent till the application of capital and labour to 
a particular farm is comparatively less than laud and organ¬ 
isation, as represented by an ideal combination of factors. 
As soon as this point is reached and, it is reached quite early, 
the law of diminishing return begins to operate. However, 
the application of the law of increasing return is more pro¬ 
nounced in the manufacturing industries. This is so because 
of the peculiar nature of such industries. 

The operation of the Law of Increasing Return in manu¬ 
facturing industries may be studied under two conditions, 
namely, static and dynamic. Under stationary or static con¬ 
ditions, the methods of production and the equipment of the 
plant remain the same, but the law operates through the use 
of such methods and equipment to their maximum capacity 
with a view to increase the supply for meeting a sudden 
increase in demand for the commodity. Under such condi¬ 
tions, overhead charges (supplementary costs) are distributed 
over a much larger amount of production, with the result 
that per unit cost of production decreases and therefore in¬ 
creasing return is available on the investment of capital used 
for the purchase of raw materials, fuel, labour, etc. 

Under dynamic or changing conditions, methods of produc¬ 
tion do not remain the same and the law oi)erates due to the 
introduction of new and up-to-date machinery, improved 
processes and better organization. In a word the realization 
of internal and external economies and. all other economies 
of large S(;ale production brings about increasing return under 
dynamic conditions. It is aptly remarked by a writer on the 
subject that : “In manufacturing industries, tlie economies 
of large scale production, the increased application of science, 
of extension of the division of labour and the use of machinery, 
and the constant flow of inventions tend continually to push 
farther away the point of diminishing return and to promote the 
operation of the law of increasing return.*’ 

It should, however, be borne definitely in mind that in¬ 
creasing return cannot continue indefinitely. Though every 
manufacturer attempts to make all possible improvements, 
and to realize all possible economies in conducting his business, 
yet there is a limit beyond which anything of the kind is 
rendered impossible. From this point onwards the law of 
diminishing return sets in and every additional unit of produc- 
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tioii has to be secured at a higher cost per unit. Thus, we see 
that ultimately the law of diminishing return operates even in 
the case of manufacturing<industries. ■ i 

8. Xhe Ltftw of Constant Return, it may .be defined as 
follows :— 

If as the proportion of one factor in a combination of 
factors is increased, the marginal yield of that factor remains 
the same, the law of Constant Return is said to be in ope¬ 
ration.” 

Let one dose of labour and capital applied in the manu¬ 
facture of hand-woven blankets be equal to Rs. 1,000 and the 
yield from the successive doses be as follows :— 


1 

2 

3 

4 

Doseb 

Total Yield 

Marginal yield 

Marginal cost 

1 

200 

200 

6 

a 

400 

200 

6 

3 

600 

200 

6 

4 

800 

200 

6 


The operation of the law may be shown by means of adia- 
gramme as follows: — 

This graph is very simple. It indicates the doses of 

capital and labour 
along the axis OX 
and the returns to 
them along the axis 
OY. Every does brings 
the same amount 3 
of additional produc- 
tion and therefore the 
curve CR is exactly 
parallel to the axis 
OX. 

The Law of Con¬ 
stant Returns may also Doses 

be defined as the Law of Constant Cost. This is because the 
Marginal Cost remains unchanged as soon as the Law comes 
into operation, as is apparent from column No. 4 of the above 
table. This fact may also be represented by means of a graph 
as follows:— 
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This graph, like 
productiph secured 
from the. application 
of various doses of 
capital and labour is 
secured ;'at the same 
cost per unit, t.e. Rs. 
5. The" CC curve 
representing cost of 
production per unit is 
therefore exactly 
parallel to the basis 
axis OX. 

9- Conditions of 
Constant Return- 

t 


the previous one, is also simple. The 


Y 



There are three conditions which must be fulfilled if a 
<^inmodity has to be produced under the law of constant return. 
Firstly, an increase in the production of the commodity should 
not raise the price of raw materials required in its production, 
K 6., raw materials should bo found in abundance. Secondly, 
all other factors of production required to produce the com¬ 
modity should be available at constant prices. Thirdly^ an 
increase in the size of the industry should not bring about more 
specialization or greater division of labour. 


‘‘Production at constant return may also be the result of an 
exact counter-balancing of the effects of increasing and dimin¬ 
ishing retuims. The economies of greater specialization and 
improvements in technique may be exactly offset by the higher 

costs of obtaining the raw materials, or of the more scarce 
factor.” 

r 

This law operates generally in extractive industries where 
an improvement in the method of production is offset by the 
niggardliness of nature due to which the industry is subject to 
the law of diminishing return. It may also operate in such 
industries as represent a combination of extractive and manu¬ 
facturing mdustries, e. g, a sugar factory producing its own 
sugar-cane, a steel manufacturing concern owning and operating 
Its own iron mines ; or the combination of cotton growing and 
cotton manufacturing and wheat production and flour making 
In such mdnstries increasing return on the manufacturing'«ide 
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may be exactly otfset by the decreasing return on the side of 
producing raw materials. > 


On the basis of practical expeh'ieiice, however, the law of 
(. distant return is said to be a hypothetical one, because such 
combinations of extractive and manufacturing industries are 
lar^ And even where they are"fbuQd, the economies of division 
of labour assisted by the employment of machinery and lai'ge 
scale production on the manufacturing side of the commodity 
more than counterbalance the disadvantages of the production 
of raw materials. The net result, therefoi'e, is increasing 
return. In the case of industries using comparatively cheap 
raw materials, the effects of diminishing return may be-practi- 

And-eve_n ^if the; law of constant return 
operates, it is for a very brief spell of time, because even¬ 
tually the law of diminishing return sets in and the production 
has to be secui'ed at an increasing cost per unit. 


10. Conclusion.' —The study of various laws of return 
should make it clear to us that they are merely analytical tools, 
the practical importance of which will be apparent when we 
discuss the different aspects.of the theory of value. We cannot 
make any dogmatic statement about the operation of these 
laws. The most that can be said is that generally speaking 
extractive industries, such as agriculture and mining, operate 
under the law of diminishing return, while manufacturing 
industries have a tendency to operate under increasing return. 
One thing, however, is definite that eventually all kind.s of 
industries whether extractive or manufacturing, operate under 
the law of diminishing return. This is why the law of dimi¬ 
nishing return is said to be a fundamental or basic law and 
therefore more important than the other laws of production. 
But we must remember that itj» operation is not subject to 
any hard and fast rules. “The growth of scientific knowledge, 
the progress of inventions, the unforeseen improvements 
—all these are modifying the course of the various industries.” 


Summary. 

Law of Diminishing Returns : 

At it applies in agriculture; 'An increase In Ihe capital and labour 
Applied ill the cultivation of land causes in general a l«ss than proportionate 
ineroaso in the amount of the produce raised, unless it happens to coincide 
with an improvement in the ai-t of agriculture.’ 
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Aft it applies to all industry : ‘As the proportion of one factor ni a cum* 
bination of factors is increased, after a point, the marginal or average prndncl ol 
that factor will diminish.' 

The Law of Diminisiiing Kclurns may also he called the Law ofmcroasing 

Cost. 

Why does the law apply in agriculture? : \Land is limited and vanes in 
fertility. Nataral forces are beyond baman control. It is seasonal. There i.s 
less scope for division.of labour and use of machinery. 

In India there arc special reasons like sub-division ut holding.'^ and also 
fragmentation, inferior qnality of live stock, lack of scientitic rotHtioii, ol irnga* 
tion facilities and of scientific mannres, nse of primitive implements, ignorance 
of cultivators, lack of llnance and efl'icieni management and increase ol 
population. 

How it can be contrasted: Scientitic agriculture including improved 
seeds, artificial manners, better drainage and .scientific crop rotation, consolida¬ 
tion of holdings, improvement in transport and marketing, financial ai<l. 
better irrigation facilities, and supplementary industries. 

The Law of Increasing Returns : 'As the proportion of one iaclor in a 
combination of factors is increase«.l, up to a point, the marginal product of that 
factor will increase.’ 

Cauftes of increasing Returns : There may be nicreasmg lelui us in agn- 
culture in the initial stages. In manufacture under static conditions, the 
law inay operate when the existing methods and equipment are used and their 
maximum capacity rinder dynamic, or changing conditions it niay be due to the 
progress of sciences, better methods, uptudate machinery and the realisation of 
the economics of science. But increasing retnrn cannot continue indefinitely. 

Constant Returns: When a factor i.s incrcasetl on the marginal return, 
remains the same. 

It operates when (a) increase in production lines not raise the price ol 
the raw matoriai. (b,^ all other factors are available at constant prices, (c) m- 
cioase in (he size of business does not lend to any fnrthei* spoctilatiini. 

It may be due to the exact counter balancing of tendency for increasing 
and anmmshing leluins. It is very rare. 

Exercise. 

1. Why does agricultural proilnctioij ill the. lung run i p.sull HI incionBing 

cost per unit? Explain tim factors that can m'idify the tendency in the Punjab 
larms. (1940) 

P .. . ^hat are the laws of production ? Describe the woiking of any one 

loni in the production of a drain commodity in your province? ( 1941 ) 
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EXCHANGE OF WEALTH 
Supply and the Law of Supply 

1. Introduction. —We now enter the Department of Ex¬ 
change. In this department we shall see how vjilue of goods 
is determined, or in terms of money how prices are determined. 
We shall also study the nature and functions of money and of 
banks which manufacture money. 

Prices are determined by the interaction of two sets of 
forces oiz.^ those of supply and of demand. We have already 
seen in the Department of Consumption how demand arises. In 
the Department of Production we have studied how goods are 
produced. Supply of most goods ultimately depends upon pro¬ 
duction. 

When the time is short, supply must depend upon the goods 
already produced. . When time is long enough, supply can be 
increased or decreased by more production or less production, 
as the conditions may require. As far as the determination of 
price is concerned, therefore, we have to study three things:— 

{a) The nature of supply and the law of supply, just as we 
studied the nature of demand and the law of demand in the 
Department of Consumption. 

(6) Equilibrium of supply and demand in the short period. 
This is also called the study of the market price. 

(c) Equilibrium of supply and demand in the long period. 
This is also called the study of normal price. 

2.3Supply and Stock.^Supply means the amount offered 
for sale at a gioen p/vce, just as demand means the amount 
purchased at a given price! Supply should be carefully dis¬ 
tinguished from ‘stock*. Stock is the total amount of a com¬ 
modity which can be brought to the market for sale at a short 
notice. For some commodities the stock and the supply are 
practically the same things. These are the commodities which 
must be sold within a short period whether the price is high 
or low. Perishable commodities like hsh and melons are of 
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this kind. Other commodities can be held back if prices are 
not favourable to the sellers e g.^ toys, cloth, etc. Here supply 
is only a small portion of the stock available. If the price is 
high larger quantities are offered by the sellers from their 
stock. If the price is low only small^quantities are brought out 
for sale. 

3. The Law of Supply. This brings us to the law of 

supply. Just as there is a law. of demand there is also a law 
that governs supply—the law of supply. It may be stated 
thus: ‘Other things remaining the same as the price of a 

commodity rises its supply is extended and as the price falls 
its supply is contracted”. Note here that this is just opposite 
to what happens to demand. Thus when price rises while 
supply is extended, demand is contracted and when price falls 
supply is contracted, demand is extended. This is because 
higher prices are favourable to sellers and lower prices to 
buyers. 

4. The Supply Schedule and Curve. Corresponding to 
the demand schedule already explained in our chapter on 
Demand, we can construct an individual’s supply schedule and 
by totalling up the amount supplied at various prices by all the 
sellers in a market, we can obtain the supply schedule of the 
market. 


Let us suppose the commodity is apples as before and that 
the following is the (market) supply schedule of apples:— 


Price per doz. 
Rs. 

7 

6 

5 

4 

3 


Quantity supplied 
in dozens. 

40 
■ 33 
29 
26 
23 
16 
10 


It will be seen that when the price is as high as Ks. 7 
per dozen as many as 40 dozen apples are offered for 
Hale. As the price falls, the amount supplied also falls 
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When the price is as low as Re, 1 a dozen, only 10 dozens 
of apples are offered for sale. This ine^ns that as price 
falls .supply is contracted, as price rises supply is extend¬ 
ed. This i.s tlie Law of Supply correspondiii» to the Law of 
Demand studieti under Oonsuuiptiou. 

The supply schedule given above can be represented in 
the form of a curve, called the Supply Curve, which corres¬ 
ponds to the Demand Curve already noted. 

Quantities sup¬ 
plied are measured 

along OX, and 

♦ 

prices along OY". 
SS is the supply 
curve. If from any 
point P on the 
supply curve, PM 
. is drawn perpeiulj- 
cular to OX Jiod 
. .PO^ to OY, then 
at PM (=00') 
X price, PO' (=0MJ 
(piaiitity will be 
supplied. 

It should be noted, that the supply curve slopes from right 
to left, as contrasted with the 'iemand curve, which slopes 
from left to right. 'The reason is that wlieu price falls demand 
is extended, supply is contracted and conversely when price 
rises, demand is contracted, supply is extended. 

Elasticity of Supply. Just as there is tfie conception 
of the elasticity of demand there- i.s also the idea of the elasti¬ 
city of supply. When a small fall in price leads to a great 
contraction in supply, the .supply is comparatively elastic ; 
when a big fall in price leads to a very small contraction in 
supply, the supply is said to be comparatively inelastic, 
yimilarly as regai<ls a rise in price the converse is true. A 
small rise in price leaing to a big expansion in supply shows 
elastic supply, big rise in price leading to a small extension 
in supply indicates inelastic supply. 
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The following curves illustrate the degrees of elasticity of 
supply :— 

In the case A, 
supply is inelastic. 
Price falls from 
00" to 00' supply 
extends from OM 
to OM'. A large 
fall in price (0"0^) 
leads to a small 
increase in supply 

(MM'). 

In the case B, 
supply is elastic. 

A small fall in price (0"0'), leads to a big extension of supply 
(MM'). - ^ 

6. Rise and Fall in Supply. As there can be a rise and 
fall in demand already noted, there can also be a rise at^d fall 

in supply. Supply rises when at 
the same price more is offered 
for sale, and falls, when at 
the same price less is offered 
for sale. This is illustrated 
by the accompanying dia- 
p gramme :— 






Amoun t Si^pUed 


If SS is the supply curve 
before the change, S'S' shows 
a fail in supply because at 
the same price OK ( = P'M') 


less is offered for sale (OM' instead of OM). S"S" shows a 
rise in supply because at the same price OK (= P"M") more is 
offered for sale (OM" instead of OM). 

We now proceed, in the next chapter, to the study of a 
second problem—market price. 


Summary. 

Sopply means the quantity offered or a price stock means the total 
quantity which can be bought in the market. In case of perishable commodities 
tD© Stock ana the snpply are the same« 

Law of Supply. Other things reniaiuing the stitne, as the price nf a 

oommodity riaea, ita supply is extended and vice versa. 
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Supply Schedule. Table giving the quantities offered for sale at 
ditferent prices. 

Elasticity of Supply. When a small change in price leads to a great 
change in supply it is elastic otherwise inelastic. 

Rise and fall in Supply. Supply rises when at the same price more is 
offered and falls when less is offered. 





CHAPTER XIV 


EXCHANGE OF WEALTH (Contd.) 

Markets and Market Price 

1. Introduction. In the last chapter we studied the nature 
of Bxipply and the law of supply. In a previous chapter, we 
have explained demand and the law of demand. In the present 
chapter we propose to study how supply and demand achieve 
an equilibrium in the short period like a day in the market, 
under conditions of competition. In other words we want 
to know how market price is determined under competition. 
Before we tackle this problem it is necessary to know 
what exactly is meant by the terms market, equilibrium and 
competition. 

2. Market. When you hear the term market you think 

of a mandi or a ‘bazar’ where things are bought and sold. In 
economics the term market is used in a wider sense. It does 
not mean m^erely a particular locality where goods are bought 
and sold. “Economists understand by the term market”, says 
Cournot (French Economist), “not any particular market place 
in which things are bought and sold, but the whole of any 
region, in which buyers and sellers are in such free intercourse 
with one another that the price of the same good tend .4 to 
equality easily and quickly”. The essentials of a market, 
therefore, are (a) commodity which is dealt with ; the 
existence of buyers and sellers; (c) a place, be it a certain 
region, a country or the entire world ; (d) such intercourse 
between buyers and sellers that only one price should prevail 
of the same commodity at the same time. For example the 
market for wheat does not merely consist of a particular ‘mandi’ 
or a bazar where wheat is bought and sold. It consists of all 
the and sellers of wheat wherever they may be, 

provided they are in such communication with each other that 
the price of wheat tends to be the same all over that area, 
allowing for the cost of transportation of wheat from one place 
to another. The greater the ease with which the price of a 
commoaity tends to uniformity the more perfect is the market. 
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3. Classificatioii of Markets. Markets may be classified 
())] three different bases: “ 

(I) On the basis of time. Here we study markets from 
the point ol view of the time that the forces of supply and 
demand take to attain equilibrium. When the time is short 
it is ii) a short period market and when the time is long it is 
ui) a long period market as we shall see later. 

(II) On functional basis. Here we are concerned with 
the nature of the marketing activities. A market may be (f) 
a general market in which all sorts of commodities are dealt 
with: Ol it may be kH) a specialized market, where only 
particular rommoclities or services are bought and sold e.g-.., 
wheat market, money market, stock exchange. The last one 
is a market where already invested capital in the form of. 
stocks and shares changes hands. Similarly there may be whole¬ 
sale markets and retail markets. In the former, goods are 
purrliased by traders in large quantities for purposes of further 
trade not consumption. In retail markets good.*? are purchased 
for consumption usually in small qualities. In addition to these 
there may be {fii) certain market.s in which commodities are 
marketed liy sample and Hr) others in which they are marketed 
by grades. In the former, the purchaser orders a commodity 
(say wheat) hy examining a sample of it and in the later the 
commodity is classified into standard grades (e.g., Pusa, 12) 
and by quoting the name of the grade orders can be placed. 

(III) On geographical basis. Markets may also be classi¬ 
fied according to the area over which they extend. There may 
be (^) local markets, (t/) national markets, or iiii) international 
markets. 

(/) When a commodity is bought and sold near about its 
place of production it has a. local market. A commodity may 
have a local market (a) on account of its bulky nature for 
whicli reason it may not be able to bear high costs of trans¬ 
portation e.g., bricks ; (h) because it is perishable e.g., fish» 
fruit etc., Perishable goods however may be transported over 
distances if they can be preserved for long. For instance, 
mangoes from India have been sold in England through their 
transp<irt in cold storage. In most cases, however, it is not 
worth-while undergoing such additional expenses, (c) A 
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commodity may have local market because it is only used in a 
particular locality due to fashion^ custom or habit of the people 
of that locality. Such commodities are usually in the finished 
form like dresses, etc. 

(^^) The area of the market may embrace a whole country 
but not outside it. Such a commoditj' is said to have a 
national market. For instance, fodder in India moves from 
one district or even one province to another but is seldom 
exported to other countries. The reasons are similar in the 
case of such commodities as already given under above, 
though they apply in a le.sser degree. 

(Hi) In the case of some commodities the whole world 
may be one market. For instance gold and other precious metals 
and precious .stones. Such commodities en.ioy all the advant¬ 
ages necessary for having a wide market. Let us see what 
are such advantages which make the extent of the market for 
a commodity wide. 

4. Extent of the Market. The extent of the market for 
a commodity will depend upon:— 

(a) The c-haraefev of the commoditif itaelf. A durable 
coimnodity which is easily described, sampled or graded enioys 
a wider market than one lacking these qualities, e.g., wheat, 
cotton, wool, etc., as against vegetables, fish etc. Things 
having small value and large bulk are not profitable to take 
to distant places and will have only lo^;al markets as we have 
seen above. Similarly perishable goods (vegetables and fruits), 
unless they can be preserved profitably, will have only local 
markets. 

fft) The nature of the demand for a commodity. A com¬ 
modity of universal demand gold and silver) has a wider 

market than a commodity of limited demand (opium in 
India). 

(c) Means of transport and commtinication. Only a hund¬ 
red years ago famine in India could exist side bv side with 
plenty within a few miles of each other. Food grains could 
not be moved from places of plenty to places of famine due 
to the lack of the means of communication and transport. Now 
food grams and other things can be imported from distant lands 
and also can be exported from India to distant places. 
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keted in H ' f + Secimty. Obviously goods cannot be mar- 
safetv nf ^ places unless peace and order secures them 

^atet> of passage. In war times due to insecurity in the war 
J^ones, markets get restricted. 


is Currency and credit system. The factor of finance 

IS also important. If the currency and credit system is well dev- 
filopefl marketing can be conveniently and profitably carried on 
over extensive areas. In the absence of such facilities goods 
only move over smaller distances. 

5 Division of Labour and Markets. There is a close 
cownecfion between division of labour and the market. It is easy 
to understand that division of labour is limited by the extent of 
the market . This is due to the fact that division of labour (or 
specialization) i.s only profitable if large quantities of the com¬ 
modity concerned have to be produced. This enables each person 
(or machine) engaged in a particular work to remain busy in his 
. 701 ) all file working hours. How much division of labour is pos¬ 
sible when only two shirts .0 day have to be produced ? Not 

umcli. But if the market is large (say 200 .shirts a day) division 
of Inlionr will be profitable. 


Por instance, if a tailor only sews clothe.s for one or two 
familtes. it will not pay him to keep an assistant. If he sup¬ 
plies to a whole street, it will pay him to keep one or two assis¬ 
tants and to give each of them one particular kind of work. He 
may specialise as a cutter, another may confine himself to stitch¬ 
ing buttons etc. Thus the larger is the market the greater are 
the possibilities of division of labour. If a firm of tailors holds 
a monopoly of supplying garments to a big town the processes 
of production of clothes can be split up still further. Conversely, 

if the market is small the possibilities of division of labour are 

also meagre. 


Not only is the division of labour limited by the extent 
of the market, but it is also true that the “extent of the market 
i.s limited by the division of labour”. If there were no division 
of labour there would be no markets because the necessity for 
exch^ge would not have arisen. ’The greater the extent of the 
division of labour the larger the area over which exchanges will 
take place in order to supply all the needs of the people engaged 
in production under such circumstances. In other words the 
greater the division of labour the larger the extent of co-opera¬ 
tion necessary’ ojj rlie part of the people to satisfy their wants 
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and consequently larger the area over which exchanges will 
take place of given commodities, hence the greater the extent 
of the market. 

6. Competition. Competition in economics means the 
same thing as in the ordinary speech viz., bidding against each 
other. We are here only concerned ,with the bidding of 
buyers against buyers, and sellers against sellers. The buyers 
bid against each other in their anxiety to buy. and * thus com¬ 
petition among them tends to raise price. The sellers by bid¬ 
ding against each other in their anxiety to sell tend to lower 
price. 

It is through competition that one price tends to prevail, 
at a particular moment, for the same commodity in the same 
market, for example if one shop in a market is selling hats of 
the same quality cheaper than other shops, all the buyers will 
hock to it. By their competition they will raise the price of 
hats in the cheaper shop or other sellers will have to lower 
their prices to attract buyers. This will ultimately make the 
price uniform in the market. 


Competition is more perfect in a whole-sale market be¬ 
cause the buyers and sellers are better informed about the con¬ 
ditions of supply and demand. Things are bought and so^d for 
profit and in large quantities. In retail markets where things 
are brought for direct consumption by consumers, competition 
is relatively imperfect. A man may buy the same thing at a 
higher price on the Mall rather than go to Anarkali or Dabbi 
Bazar to save a few annas. People may buy from their fav¬ 
ourite shops even though they may have to pay a little more. 
Consumers do not buy for business purposes and buy in small 
q^ntities, hence they do not trouble themselves about small 
differences of price. They do not keep themselves so well in¬ 
formed about prices in various shops. 


7. Monopoly or “Imperfect Competition”. Monopoly 
means absense of competition. Perfect monopolv rarely exists 
because there are always substitutes, exact or remote, available 
borne economists, therefore, prefer the term “imperfect com¬ 
petition . Ihere'may be a monopoly on both sides when there 
Iv and only one seller. There may be a monopo- 

fwh? K ^ monopoly by economists) only on the buyer’s side 

dIhMo^ "'ll seller’s side, combined with com¬ 

petition on the sellers or buyer’s side, respectively. The most 
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We Tril is of competition on both sides. 

We .shall have to explain how price.s are settled under all these 

diffeient conditions. In every ca,se an equilibrium will result 

between supply and demand which will indicate the price or 

8, Equilibrium of Supply and Demand. Equilibrium 
means a state of balance: When forces acting in oppo.site direc¬ 
tions are exactly equal the object on which they are acting 
theie is an equilibrium. Tie a chord to a piece of stone and 
dangle it in the air. After oscillating from side to side the 

Stone wil! come to rest if no further disturbance is caused The 
.stone is then ,n a .state of equilibrium. This particular type of 
eqiiilibrmiii is called stable equilibrium, for the ol.ject concern¬ 
ed tends to resume its original position if disturbed. Balance 
a lather thick stick with a flat end on the j^ronnd in a vertical 
fashion. Disturb this balance and the stick will fall flat. Tt 
uill not rend to re^jain flie ordinal position of its own anoor*) 
Tlie stick was in a state of unstable ennilibriuni. For stable 
cfiutlibriuin. i1 is not iieoessary tliat the object sljould actually 
attain balance. If their is constant disturbance it may not come 
to rest, like the pendulum of a clock. But it always fetulfi to 
come to its oriffinal position of rest. If unUi.sfurbed it wonld 
succeed in doin'; so ; it is thus in a state of stable ecpiilibrinm. 

Tilts iilea of equilibrium has been applied to supply and 
demand, ^'hese. are two sets of forces tending; in tlie opposite 
directions. Larjrer supply tends to lower price, ^;reater demand 
tends to raise price. Wlien the pressure of these two forces is 
equal in the opposite directions they tend to maintain a certain 
price which i.s called the equilibrium price. 

Tlie table given below combines a supply and a demand 
schedule and shows Iiow equilibrium takes place between these 
two sets of forces. The commodity taken is apples : — 


Price 

Quflntit.v 

Qnantity 

per Oo^oii 

demanded 

snppJied 

Rs. 

dozens. 

dozens. 

7 

4 

40 

6 

7 

* 83 

6 

19 

39 

4 

15 

96 

.3 

23 

33 

3 

29 

16 . 

1 

36 

10 
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It will be seen that when price is Rs. 3 per dozen 23 
dozens are supplied and 23 dozens are demanded, the supply* 
is equal to demand. Rs. 3, therefore, is the equilibrium price. 
Any disturbance to this price will set forces into operation 
which will tend to bring it back. For instance, if price rises 
to Rs. 4 supply (26 dozens) will be more than demand (15 
dozens) at the price. Oonipetition among the sellers to cap¬ 
ture the limited demand will push price down to the equili¬ 
brium price. If price falls to Rs. 2 demand (29) will be 
greater than supply (16), and competition among the pur¬ 
chasers for a limited supply will force up the price to the 
equilibrium level. Rs. S thus is the equilibrium price; 23 
dozens is called the equilibrium amount which is bought (and 
sold) at the equilibrium price. 

The following diagram illustrates the same thing. The 
supply and demand curves represented by the above schedules 
are brouglit together. 



We have taken apples, their price and quantities as an 

Illustration. Any other commodity, its prices and quantities 

supplied and demanded at various prices will give the same 
results 
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9. Market Price. Market price is the price which tends 
te pervail in a market on any particular day. It is the result 

ot the equilibrium between supply and demand for that parti- 

cular day. The time is so short, that supply can only come 
out of the stock that is already in the market, or that can be 
brought at a short notice, or is ‘in sight*. When the period is 
very short (a day) stock is practically fixed. The question of 
as increase by further production, therefore, does not arise. 
The cost of production, therefore, has only an indirect influ¬ 
ence on price. If the commodity cannot last for more than 
a day (fish for instance), or is perishable, the cost of produc¬ 
tion has practically no influence on price. The whole amount 
has to be sold, and it will sell at a price, which measures the 
marginal utility of the consumers (taken in the aggregate) for 
that amount. 

An example will make this clear. Suppose a perishable 
commodity, like fish, is brought to a market on a particular 
day, to the amount of 100 seers. At what price will this 100 
seers of fish sell ? As the commodity is perishable, the whole 
of it must be sold during the same day. We as.siime that the 
sellers of fish have no demand for fish themselves. There will 
be some rich consumers, who will be willing to pay perhaps a 
price of Rs. 5 per seer rather than go without fish. Their 
marginal utility for fish is very high, and is measured by 
Rs. 5. At this price, perhaps, five seers of fish will be sold. 
Similarly, there will be consumers who are willing to pay- 
lower prices according to their marginal utilities. Let us make 
a rleinand schedule of this market. It will be something like 
this:— 


Prices per 

Amount 

seer 

den^nded 

Hs. 

seers 

5-0-0 

5 

4-0-0 

7 

3-0-0 

12 

2-0-0 

20 

1-0-0 

40 

0-8-0 

60 

0-4-0 

80 

0-3-0 

100 

0-1-0 

150 


The price ultimately settled, will be annas 3 per seer, be¬ 
cause at this price the whole of the fish can be sohl. Those 


Price in Annas 
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\vhose marginal utility of fish is measured by annas 3 will be 
the marginal consumers, and they must be attracted if the 
whole fish has to be sold. But as in a perfect market there 
can be only one price for the same commodity, everybody 
will pay annas 3 for a seer of fish, even the rich man who was 
willing to pay Rs. 5 per seer. He will get a consumer’s sur- 
V plus of Rs. 


9C" 


sol 


7f 


<SC 


SO 


40 


K5 


20 


K 


\ 

I 


S 


\ 


\ 


\ 


\ 


\ 


o 





Amount in seers 

supply curve SJM will be parallel 
intersection of the supply and the 
P. Then PM will be the market price at which 103 seers of 
fish will be sold. PM^as. 3. 


to OY. 

demand 


Ijet 
curves 


4-13-0. 

The ac¬ 
companying 
diagram ill- 
u s tr a t e s 
liow the 
mark e t 
price of 
fish will be 
determined. 

Measure 
a m o u n t. 
along OX 
and price 
along OY. 
Since the 
supply is 
fixed the 
the point of 
be called 


If the commodity is not perishable, it can be stored if 
the sellers expect better prices in the future. In |that case, 
the amount offered for sale will not be fixed. It will vary 
with price. Suppose the commodity is toys. Taking the 
same figures for daiuaud, we could have al.so a supply sche¬ 
dule for toy.s. If the price is very high (say Rs. 5), perhaps 
the whole stock will be offered for sale, but as the price falls 
some sellers would rather wait for the next day, or would 
rather keep the toys for their own children. In this case, the 
marginal utility of the sellers for the toys, will be the minimum 
below which they will not accept any offer. Thus :— 
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Piice 


Amonnt 

per toy 

demanded 

supplied 

annas 

toys 

toys 

80 

5 

100 

64 

7 

90 

48 

12 

80 

32 

20 

70 

16 

40 

65 

» 

60 

60 

4 

80 

40 

3 

100 

20 

1 

160 

10 


After haggling and bargaining the price will tend to be 
fixed at 8 as. 

per toy. This 
price is higher 
than the price 
at wliich fish 
was sold, be¬ 
cause the sel¬ 
lers of toys 
can wait. Ow¬ 
ners of 40 
toys have re¬ 
fused to sell at 
this price. 

They w o u 1 d 
rather wait for 
better times, or 
some of them 
would rather 

use the toys for their own children's benefit than accept a low 
price. 



Annas 8 is a price which is the result of the equilibrium 
between supply and demand, on that particular day, in that 
particular market for toys. The curve given shows how tlu; 
epuilibrium price is reached in the case of toys. 

As before price is measured along OY and amount (in units) 
along OX. 


SS is the Supply Curve, DD being the Demand Curve ;us 
before. P is the point of their intersection. MP thus is the 
equilibrium price. PM=as. 8. 
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Summary. 


Market : In tbo ordinary language it means a mandi or a ba^ar but in 
economies it does not refer to any partioalar locality but the whole ot the 
region in which buyers and sellers of a commodity are in competition with one 
another. 


Classification of markets: (l) Short period and long period markets; 
(2) general market, specialised market, selling by samples or by grade; (3) local’ 
national or international. ’ 


Extent of the market ; Depends on character of the commodity, nature 
of demand, means of transport and communication, price and securitv 
currency and credit system. 

Division of labour and market ; Division of labour depends on tbo 
extent of market. But market also depends on division of labour, for the latter 
by cheapening the commodities can widen the market. 

Competition.* Means bidding against one another. 

It is through coinpotitioii that one price tends to prevail for the same 
commodity in the same market and at the same time. 


(J<.mpetition is more perfect in a wholesale market than in a retail market. 

Monopoly or Imperfect Competition : Monopoly means absence of com¬ 
petition. Absolute monopoly is rare, because there are alway.s some .substitutes. 

Determination of price: It is determined by the equilibrium between 
demand and supply. Larger supply tends to lower prices and larger demand 
tends to raise them and when the pressure from the opposite sides is the same 
the supply and demand balance. This is the equilibrium price. 


i,n« price: It is the price which prevail.s in a market at a particular 

time. It IS the result of the equilibrium between the forces of demand and 
supply at that time- 


Exercises. 


1 . 

Lahore 

2 . 

price ? 
3. 


What are the factors that would dotermino the 
on a particular day during the mango sea.son ? 

What i.s meant by market price ? How does 
Explain largely the marginal theory of value. 

Write a note on ‘black niarkot*. (1944). 


price.s of mangoes at 
(1943). 

it <litfer from normal 
(1941). 
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EXCHANGE OF WEALTI (Contd.) 

• Cost of Production and Normal Price 

1. Introduction. Now we come to the study of price 
in the long period or normal price. Normal price is the price 
which tends to be established in the long run. Market price 
may be exceptionally high one day and exceptionally low the 
next day, due to sudden changes on the side of supply, or the 
side of demand. But there is a level to which these temporary 
movements in price tend to come back. This level itself may 
change when the time is long enough. But it is always there 
and if the methods and scale of production remains on the 
whole unchanged this level may be regarded as the fixed anchor 
around which the day to day movement of the market price 
fluctuate or oscillate. Such a level is determined by the cost 
of production of the commodity concerned. What is “ Cost of 
Production”. 

2. Cost of .Production. The cost of production of a 
commodity may refer to (rt) its real cost or (/;) its money 
cost or expenses of production, as it is also called. The real 
cost of production is comprised of all the wear and tear and 
sacrifices undergone by the various agents of production in 
order to produce the commodity concerned. But these 
sacrifices can only be measured and added when they are con¬ 
verted into money ])rices of the various factors of production 
utilized. Hence for practical purposes costs of production 
refer to expenses of production. It is obtained by adding the 
prevailing prices of the raw material, labour, organizing ability, 
insurance charges etc. paid in order to produce the commo¬ 
dity in question. 

3. Primary and supplementary costs. A distinction should 
be made between what are called the primary costs and the 
.supplementary costs. These together constitute total costs. 

An example will make this distinction clear. Take the 
case of a sugar factory producing sugar. Some of its costs 
are fixed whether the output is. say. 15,000 inaunds or 1,500 
maunds. The rent of factory building, interest on capital 
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invested in machines and salaries of permanent staff must be 
paid whether the output to be produced is large, small or the 
factory is not working at all for a time. Such costs are 
called the supplementary costs of production. Other costs, 
like coal and other raw materials consumed, casual or daily 
labour employed etc., are only incurred when the factory is 
at work and roughly onlj' in proportion to the output. 
Such are the primary costs of production. In the long run 
both the primary and the supplementary costs have to be 
met out of the sale proceeds of the commodity produced, 
sugar in our example. But in some cases the price may be 
so low as to meet only the-prime costs and a very small portion 
of the supplementary costs. Even then it may pav the factory 
owner to continue producing sugar to keep his hold on the 
market. In the long run total cost must be met by the price. 
Otherwise the factory will have to close down. An enterprise 
under the capitalistic system cannot continue for long unless 
It meets the costs of productioii including fair profits to the 
entrepreneur. 


It may be said that costs of production of different pro¬ 
ducers may be different and actually they are different. This 
is due to the different methods of production followed differ 
ences in managing ability, skill of worker.s etc. Moreover 
as the laws of return tell us the same factory may have 
different costs of production per unit at different stages of 
Its life. Which of these costs of production determine price ’ 

pis brings us to the conception of the marginal cost of nro 
duction. * 

4. Marginal cost of production. The idea of the ‘margin’ 
has a ready been explained in connection with “marginal utilitv” 
Marginal utility is the utility added to the total ntultv by the 
hnal unit consumed Similarly marginal cost is the cost added 
to the total cost by the tinal unit produced. The final unit 

the‘fi“°®f of production, just as 

he hnal unit consumed is the marginal unit of consumption At 

when oonsumption the consumer is just in doubt 

whether it is worthwhile consuming the additional unit in the 

light of sacriface (purchase price) involved. At the margin 
of production the producer is indoubt whether it isTorT 
while producing the additional unit, in the light of tlm cost 

..pected on the other. Naturally he ‘ wul rr';^o' 
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duction lip t.o a point at which his cost of production for the 
last unit produced is just equal to the price that he expects to 
get for that unit. For any particular individual producer 
this sale price is already given in the market. In the same 
way for an individual consumer the price is already given in 
the market. Tlie price in the long run is determined not by 
the marginal cost of production of any particular producer, 
but the marginal cost of production of the producers taken 
in the agregate i.e., all of them together. Once this price is 
determined every producer tries to produce upto the point 
where his marginal cost of production is equal to the price. It 
is in this sense that marginal cost •o{ production determines 
normal price. 

Determination of normal price. Let us now illustrate 
by an example how normal price is determined. Take the case 
of a commodity like radio sets. Su))pose at a particular time 
due to the equilibrium between supply and demainl the market 
pi'ice of radio sets 
below : — 

SS is the sup¬ 
ply curve and DD, 
the demand curve 
giving PM ( — 00') 

the equilibrium 
price at the 
moment. 

Let there be 
now a rise in de¬ 
mand which is 
shown by the dotted 
curve The 

new equilibrium 
price will be P'M , 

( = 0"0) which is 

higher (by O'O'O than the old price. If the rise in demand is 
due to temporary causes, it will disappear after a short time and 
the old price PM will prevail. 

But suppose the rise in demand is permanent. What will 
happen to tlie market price in the long run ? In other words 
what will be the normal price ? The normal price as said before, 
will depend upon the marginal cost of production of the larger 


is indicated by PM. in tlie 'liagrani given 
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supply that will now come forth to take advantage of .the larger 
demand. For some time the factors of production that are 
already in the radio industry will be worked under greater 
pressure, or factors from neighbouring industries or similar 
industries will be attracted to the radio industry. If these 
factors are not efficient, marginal costs may go up for a time. The 
price that will prevail during this .stage is sometimes called the 
sub-normal price. But if the demand still remains high, new 
far'.tors of production will move into the radio industry. On 
what terms are they attracted ? The cost of production of these 
factors of production will become important for price in the long 
run. Supply here will mean what can be supplied with the use 
of these new factors. The emergency arrangements will now 
give place to permanent arrangements for the new supply. On 
wliat terms will this new supply be available ? This will depend 
upon the Law of Return to which the industry is subject. If 
the industry obeys the Law of Increasing Return, which pro¬ 
bably the production of radios doe.s, marginal cost per unit will 
fall and the normal price will be lower than before. Market 
price thu.s will tend to fluctuate around a lower level than 
before. If tlie industry was of a kind which followed the 
Law of Diminishing .Return, normal price would have been 
bigher than before; if Constant Return, it would have remained 
as before. 

6. The Laws of Return and Normal Price. Thus the 
immediate result in every case would be to raise tlie price. But 
ultimately whether the price would be higher or lower than 
the original price would depend upon the nature of the industry 
t.e., what law of production it obeys. Let us see the 
influence of the laws of production on normal price by taking 
^ree different examples of industries obeying the Laws of 
Diminishing. Increasing and Constant Return respectively. We 
shall explain and illustrate by means of cost of production 
curves. We have already seen in a previous chapter that tl 
Law of Diminishing Return can also be called the Lav 
Increasing Cost, and can be illustrated by a cost curve slor 
f^m right to left: Similarly the Law of Increasing Re 
(.Diminishing Cost) can be illustrated bv a cost cur-- 
from left to right. The law of Constant Return is 
by a curve parallel to the axis of X. 

These cost curves should not be confu^ 
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curve which always slopes from right to left and indicates 
changes in supply with changing prices. Cost curves indicate 
changes in marginal costs of production with changes in the 
amount produced. 

7. Influence of the Law of Diminishing Return. The 

production of wheat, an agricultural product, obeys the Law 
of Diminishing Return. Suppose on account of a change in 
the diet of the people or an increase in population the demand 
for wheat rises permanentlj^. W^e suppose that wheat cannot 
be imported from outside the country. The result will be 
that inferior lands will be brought under cultivation which 

will give smaller returns. 

Additional units of 
labour and capital ap¬ 
plied to old lands will 
also give decreasing 
returns. This will raise 
marginal cost of produc¬ 
tion of wheat and thus 
the normal price of 
wheat will go up. 

This i.s illustrated by 
the accompanying curve: 

Let DD be the De¬ 



mand Curve and PP the . _ 

Cost of Production Curve showing Diminishing Return (or in¬ 
creasing Cost), pm is the normal price. 

Now let there be a rise in demand for wheat. This is 

shown by D'D" in the diasram. The new pomt of 

between the cost curve and the new demand curve D ; is 

p'm' is the new normal price. Thus if an industry obeys the 

Law of Diminishing Return a permanent m 

raise the normal price. It is always assumed that the method. 

' production do not undergo any great change. 

8 IiHuence of the Law of Increasing Return. Now take 

example of the Radios, a commodity 

• Law of Increasing Return (Diminishing Cost). Here 

t increase in demand will mean economies 

"n and hence cost of production per nmt 

al price will fall. This is illustrated by the 
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. 1 


cloth, prodiiction 
Return and that 
Return. Let us 
the case of this 


As before D D 
is the demand 
curve before the 
change, and D' Y)' 
after the change, 

PP is production 
curve indicating 
increasing returns 
(diminishing co.sts) 
with larger out¬ 
put. The normal 
price after the 
(d>ange (p' m') is 

lower tlian it was before the change (pm). 

9 Influence of the Law of Constant Return. It is ditfi- 
cult (o havp d sine example of a commodity obeying the Law 
of Oonstaiit Kciurn. Suppose it i.s cotton 
of cotton obeys the Law of Diminishing 
of cloth manufacture that of Increasing 

suppose these two tendencies just balance in ,..e ease oi rnis 

industry thus giving constant returns in the long run. The 

normal price in such a 
case will remain un¬ 
altered as is illustrated 
by the curve given 
below:— 

PP here shows con- 

fi t a n t returns. The 

price (pm) before and 

(p'm^) after the 

change is the same. 

• • j 3 , Here we took exam- 

rhronnn’’'r H there occurs a fall in demand, 

m oppos.te_ will happen. If the industry concerned obeys 

lie Law of Diminishing Return normal price will fall, if In- 

nriVe II® if Constant Return the normal 

pi ice will remain the same as before. 

hefore^Vlm cWis regarded as the, demand curve 

demand has occurred the same diagrams can illustrate the in 
Alienee on normal price of a fall in demand in eacre^e. 
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10. Conclusions. We conclade, our diseu.ssion of price 
under competition, as follows : — 

(a) In the case of the market price the stock is limited 
and cannot be increased at short notice. Price is determined 
primarily by the marginal utility of the consumers for the 
amounts offered for sale. Mai’ket price is, therefore, the result 
oi the day to day equilibiinm between supply and demand, 

(^) Normal price is the result of long period equilibrium 
between demand and supply. Supply here means what can be 
supplied by the new factors of production that will come into 
the industry if the demand remains high (or be left in the 
industry if the demand falls and remains low). At what price 
supply will tend to he sold will depend on the marginal cost of 
production. 

Thus 

(?) If the marginal cost of production falls as additional 
output is j)roduced the norma! price will fall. 

Hi) If the marginal cost of production rises with increas¬ 
ed output, the normal price will rise. 

(///) If tlie luarginal cost remains the same whether more 
»>r less is produced the nrniiial price will remain the same. 

{(•) In between the market and normal price will be the 
sub-normal price stage. This is a stage when the new factors 
of production liave not yet entered the industry. Supply is 
being increased with the help of the already existing factors 
by working them more intensivelj’. This price is likely to be 
higher than the normal price that will ultimately be settled. 
The factors are not worked with proper efficienc}' at this stage. 

Beyond the long period normal, some writers con¬ 
ceive of secular movements of prices, which are due to very 
long period change in supply and demand, changes in techni¬ 
cal progress, population, the habits artd tastes of the people. 

11. Monopoly Pifice. So far we have been considering 
price under competition. Let ns now see how price is determin¬ 
ed if the supplier liolds a monopoly. It is obvious that the mono¬ 
polist will try to charge a price which will give liim tlie highest 
net income or net monopoly revenue. But this does not \nean 
that he can cliarge any price he likes. 

The monopolist while deciding to fix his price has to pay 
special attention to two factors : (aj the nature of the demand, 
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(ft) the behaviour of the marginal cost of production. The 
former fixes the maximum beyond which he cannot go and the 
latter fixes the minimum below winch he does not charge. If the 
demand for the article concerned is inelastic the monl)poli.st is 
able to fix a higher price, if the demand is elastic he must fi.x a 
comparatively low price. On the other hand, if the industry 
obey the Law of Increasing Return. C^^.. marginal costs fall 
as more is produced) he can expand his output and sell it. at a 
lower price If the industry obeys the Law of Diminishinor 

Re! ui ji he must contract his output and sell at a hicrher price"^ 

If the industry follows Constant Return then he can fix any 
price that gives him maximum profit.s. tiie marginal cost merely 
fixes the mmimum. The most favourable conditions for (he 

monopolist are an inelastic demand and a decreasing marginal 

cost in production. Then he can produce a large output and 

sell It at high prices. fn such cases invariahlv the government. 

interefr.ses and compebs the mom.polist to make moderate 
profits. 

ilie fact that the price of tlie monopolist may be hio-her 

than his mai-«nial cost of production does not necessarily inean 
that monopoly price is always higher than price under com¬ 
petition Marginal cost of production mav he lower under 
monopoly than under competition. This may he due to various 
Uctors. iiiouopoli.st may haee better technical equipment 
H, may e^oy ecoiioinie.s of large scale production to a higher 
degree. He may be able to standardise his products "and 
.sei vices an.l thus increase economies of organization. Finally 

m the absence of competition, his costs of advertisement and 
Salesmanship may b© very small. 

r... Sometimes, however, monopoly price may be hi^rfier than 
■ompetitive price. Out of ignorance, the monopolist mav 
charge excessively high prices, not knowing his own interests^ 

A monopolist may charge ^Hscriminatorv prices, 
f:‘ort,,;ro"w;m% and lower 

nation'''o’o monopoly 

. many commodities are produced together, i.e., they are 
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Advantages of Speculations : Speculation by experts steadies prices 
but that by illegitimate specnlators leads to violent fluctuations in prices. 

Exercises. 

1. Write notes on : —(a) Stock exchange (b) Joint demand (c) Composite 
supply (d) Speculation. (1943). 

2. Distinguish between (a) Market price and normal price. (1944). 

(b) Joint demand and composit demand. 

3. Monopoly is the negative of competition and yet frequently it is the 
out<"ome ofunfattored competition ; Discuss. (1944). 

4. Distinguish between joint supply and composite supply. (1941). 

5. What is monopoly price ? How docs it differ from normal price ? 
How arc monopoly prices fixed for commodities produced under different laws 
of production ? (1942). 

6. Distinguish between pice and supplementary costs. 
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MECHANISM OF EXCHANGE 


Money >*v 


1. Introduction. In the previous two chapters we have 
been discussing the problem of value, i. €., the ratio in which 
things exchange for one another. For the sake of convenience 
value is expressed in terms of money and is called price. While 
considering the causes, that determine prices we took money for 
granted. What is money? What work does it perform? Who 
put into circulation and under what regulations ? These are the 
questions that we propose to tackle now. As to how different 
quantities Of money come into the pockets of different people 
(consumers and producers), is the problem of distribution, 
which we shall face later. We are still in the department of 
Exchange. 


2. Money. Money has been defined in various ways 
by various writers* In fact “money is what money does”. 
In other words any thing that performs the functions of money 
is money. The functions of money we shall study presently. 
In the wide sense money includes all media of exchange—gold, 
silver, copper, paper, cheques and commercial bills of exchange! 
But this definition is too wide. Some writers narrow the 
definition down to include only commodity money. But what 
about bank notes ? The general view is that “all media of 
exchange and payment whose acceptance the law requires in 
discharge of debts, may be properly called money”. Thus 
cheques and bills of exchange are not money strictly speaking. 
They are ‘credit’" instruments as we shall see. The most 
important characteristic of money is that it is generally accept- 

ab e. (^heques and bills of exchange are not generally accept¬ 
able in discharge of obligations. 


3. Barter. We already know how division of labour neces¬ 
sarily leads to exchange. The need for exchange, therefore 
arose early m human society. Originally goods were directly 
exchanged for goods. This is called barter. But as division of 
laboiu- advanced and human wants multiplied, it wa§ realised that 
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capital in the form of stocks and shares. People purchase 
stocks and shares in order to get income from their superfluous 
money. Those who merely purchase shares in order to sell 
them when prices rise are speculators. Their aim is speculation 
not investment. The market in which such dealings are carried 
on is called the Stock Exchange. 

Speculators in Stock Exchange are of two types. 

(f) The Bulls. These are the ones who buy stocks and 
shares in the expectation that prices will go up. Hi) The 
Bears. ‘Bears’ sell in the present because they expect that 
prices are going to fall in the future. 

17. Advantages of Speculation. Speculation if carried 
on by people who understand the forces of supply and demand 
and act after getting the best information, is not without its 
advantages. It helps in making prices steady by equalising 
the forces of supply and demand over a period of time. Take 
the case of cotton. Suppose a speculator in cotton in autiiinn, 
by studying all the factors acting on supply of and demand 
for cotton, comes to the (Conclusion that by next spring the 
price is bound to rise. He will proceed to purchase as much 
cotton as possible and other speculators will also do the same. 
This will create great demand for cotton in autumn when the 
new crop is coming and will raise its price. Suppose the 
price in autumn on account of the action of the speculators 
was raised from Rs. «10 a maund to Rs. IB a inaund. Tn 
spring, suppose the price Avould have risen if there had been 
no speculation to Rs. 18 a maund. But since the speculators 
have purchased large (quantities of stock in autumn they will 
sell it in spring and thus increase its supply to meet higher 
demand. Suppose the actual price, due to the action of the 
speculators, settled at Rs. 15 a maund instead of Rs. 18 a 
maund. This means that on account of speculation the 
difference in the price of cotton between autumn and spring 
has been reduced from Rs. 8 (Rs. 18—Rs. 10) to Rs. 2 
(Rs. 15—Rs. IB) only. 

If, how'ever, speculalion is carried on by ignorant people 
it is a mere gamble. They are likely to make serious mistakes 
of judgment and thus may purchase when they ought to sell 
and sell when they ought to purchase, thus increase rather 
tlian reducing price fluctuations. Such speculation is .socially 
harmful and deserves condemnation. 
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Summary. 

Cost of production may mean (a) money cost i. e. the amount of money 
spent in making of a thing or (b) real cost which means efforts and sacrifices of 
the various agents of production made in producing the commodity. 

Prime cost: Means the cost of direct labour and direct material used 
in the making of thp thing. 

Supplementary cost; Means overhead charges e. g. rent, interest, cost 
of management etc. 

Marginal cost of production: Is the cost added to the total cost by the 
anal unit produced. Price in the long run is determined not by the marginal 
«:ost of production of any particular producer but by the marginal cost of pro- 
ciuctiol) of all producers in the aggregate. 

If the demand for a commodity increases, then for some time factors of 

production will mark under great pres.sure and the cost may go up. This is 
the sub-normal or mHo, t-perioU price. But if the demands remain high, new 
taciors will tlow m; the emergency arrangements will give place to permanent 
arrangeiiieiiU. What will be the effect on price in the long period, depends on 
the laws of return. The lonp period pp-ice or normal price will rise, fall or 
remain constant according as the industry is subject to diminishing, increasing 
or constant return. Thus immediately the price will rise but ultimately it will 
rise, fall or remain constant according to the laws of return to which the 
indo.sfry is subject. In case of the law of diminishing returns it will lise and 

mease of increasing returns it will fall and in case of constant returns it wi-l 

rofuani the same. 

Monopoly Price: The monopolist is in a position either to fix the price 
n supply, lie wilt hx such a price which will bring him the maximum protil 
Ho will consider both the return of demand and the return of supiily. U the 
• leioan.i is elastic, he will charge a low price and gain more on the/turn over 
and It It i.s inelastic he will charge a high price. On the supply side if the Law 
of dimiiiishii.g returns operates he will produce less and charge a high 

““d the 

hie caTe"’’"''' marginal cats nan be lower 

.Iiare.ra''l ‘“'“I price paid for both must equal the 

ira^‘’:;1be“:lher com^s^ If the price of one goes up. 

thouu. not .n the same proport.ons it will depend on the condition of a^npply 
Prices in composite aupply : Prices are governed by rotation supplies 

that o-i-'to 

to '““o advantage of expected 

Bulls: Who buy when a rise is expected. 

Bears: Who buy when a fall is 
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joint products. How are their separate prices determined ? 
Wool and mutton, for instance, are produced together, how are 
their prices determined ? 

There is no essential modification necessary in the theory 
of prices, already explained, when applied to joint products. 
Price in the long run must equal the marginal cost of produc¬ 
tion. The only point to be explained is, how this marginal 
cost of productiofi shared between the two commodities. 
Two circumstances can arise: {a) Either the two products 
are always produced in the same proportion ; (ft) or their pro¬ 
portion can be varied. In any case the total price paid for 
both must equal the marginal cost of production of the two com¬ 
modities together- But what will determine their separate 
price ? Their separate prices will be determined by their 
separate demands as far as the market price is concerned. If 
the demand for one commodity, for instance, wool rises, the 
price of wool will go up. Production of wool will become more 
profitable: more sheep will be reared to increase the 
supply of wool. But this will also increase the supply of 
mutton. But as the demand for mutton is the same, the 
price of mutton will go down. If by certain methods of breed¬ 
ing, new types of sheep can be produced, which yield larger 
proportion of wool to mutton, then it is possible to increase the 
supply of wool in a larger degree than the supply of mutton. 
In that case, the price of mutton will not go down so much. In 
any case, the prices of the two commodities taken together 
must be high enough to meet the marginal cost of the two 
together in the long run. If the price of the one goes up, other 
things being equal, the price of the other must go down, so 
that they are consumed in the same proportion as they are pro¬ 
duced. 

13. Price of Things Jointly Demanded. The opposite is 
the case of the things jointly demanded. For instance, if the 
demand for houses goes up, how will their prices vary, 
taking them separately ? Naturally, it will depend tipon the 
conditions of supply of each individually in relation to the de¬ 
mand for each. If due to a rise in demand, the price of the 
“final commodity” (houses here) is doubled, for instance, the 
prices of the articles (cement, iron, labour, bricks, etc.) thus 
jointly demanded, will also rise in the same proportion, provid- 
t d they cannot be piit to any other use, and have no substi¬ 
tutes. In real life, however, things have substitutes, and also 
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they can be put to more than one uses. Some things may be 
scarce, others may be had for nothing. The price of each, 
therefore, will be settled by the conditions of supply (in the long 
run the marginal cost of production) of each. The greatest rise 
will take place in the price of that thing which is most scarce 
and for which substitutes are not available. 

In the long run, however, the “final commodity’’ (houses 
here) may come down to the old level, either by greater supply 
or by emergence of substitutes. 

11. Price of things in Composite Supply. When the 
same thing can be obtained from various sources, than it hag a 
composite supply. For instance salt can be obtained from a salt 
mine, from sea water or a saline lake water etc. Substitutes may 
be regarded as in composite supply because they serve practi¬ 
cally the same purpose e.g. tea, coffee and cocoa. Such goods 
compete with each other but they also co-operate to satisfy the 
existing demand. Their prices are governed by their relative 
supplies. If the supply of tea is restricted, for instance, the 
price of coffee will also go up along with tea and vice versa. 
If tea becomes superfluous in supply the price of coffee also will 
fall along with tea and vice versa. 

y. 15. Price of things in Composite Demand. When the 
saifae commodity has many uses it is said to be in composite 
demand ; for instance, the demand for coal is composed of its 
demand for railways, for factories, for household;uses, etc. Each 
demand in such a case is in competition with others. The supply 
of such a commodity will tend to flow to that use for which its 
price is highest and will thus bring about its pi*ices in all uses 
to the same level. Thus if the demand for coal on the part of 
railways rises its supply will flow towards this particular use. 
Its supply for other uses will fall and hence its price for all uses 
will go up, until it is the same in every use. 

16. Speculation. Before we close the discussion of value 
another factor that affects value must be mentioned. Thi.s is 
speculation. In speculation things are bought and sold by dealers 
to take advantage of expected differences in prices' over a 
period of time. Speculation is also called dealings in future 
Such dealings may be in commodities like cotton, wheat, etc. 
ihe market in which future dealings in commodities are carried 
on IS called the Produce Exchange. 

Speculative dealings may also be conducted in invested 
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exchange by barter was not a satisfactory method. There 
were three fundamental diflSculties of barter economy:— 

(/■) Double Coincidence of Wants. Barter required a douijie 
coincidence of wants. If A possessed a cow, for instance, and 
wanted cloth, lie had to find a i>erson who not only pos.sessed 
cloth but also wanted a cow. 

Hi) Lack of Common Measure of Value. Even if two' 
persons met together who wanted each other's good.s, then arose 
the second difficulty; in what proportions the two goods should 
exchange ? In otlier words, under a barter economy, there 
cannot be a sati.'sfactory equilibrium between supply and demand. 
There is no coiniuoii measure of value. 

{Hi) IndiiHsihilitif of Certain Articles. Even if agreement 
is reached regarding proportions in which things should 
exchange, the third difficulty may arise iu many cases in which 
both or one of the commodities concerned are indivisible, e.g., 
cow versus wlieat when a man wants wheat equal to the valud 
of a cow. 

4. Evolution of Money. Soon, therefore, people dis¬ 
covered tlmt exchanges were greatly facilitated if some one 
commodity was accet-ted generally as the medium of exchange 
in terms of which the value of every other thing could 
be expressed, and the possession of which should entitle a 
person to purchase anything that was vendible. All sorts of 
commodities have been used in this capacity with varying 
success. Slaves, cattle, stones, skins, 'arrows, grains, etc., all 
have been tried. It depended upon the particular stage of 
economic development of a particular community what it would 
choose as its money. The hunters naturally used skins and 
arrows, the nomads used cattle, the agriculturists u.sed grain. 
et{^ Even in our villages until recentlj' grains were used for 
purchasing other tilings. Ultimately, however, it was discovered 
that precious metals like gold and silver were best suited to 
serve as money. At first, just pieces of gold and silver 
circulated. At a later stage, they were coined into currency 
by governments to ensure their quality and weight for those 
vvlio accepted them. More recently paper currency was in¬ 
troduced to circulate side by side with coins into which it was 
convertible. Then came bank money or credit instruments in 
the form of cheques. In more advanced communities ie.g. 
United Kindoin, U.S.A.) these days more transactions are done 
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through cheque than through any other form of money. Prom 
barter economy to credit economy has been the course of 
development of money. 

5. The functio7»<5 of money. We have seen tlial, tlitfei Put 
commodities have been seleoted as money from time to time 
and that precious metals like gold and silver were ultimately 
proved to be the best. Best for what V Best for performing 
the work or functions of money. ^ 

What functions does money perbn-mV Money porfonjis a 
number of very important functions : — 

(/) It serves as a medium of exchange. Instead of com¬ 
modities exchanging with commodities, they are first exchanged 
for money, and then money is in its turn spent on commodities 
according to the wishes of the consumers. In other words, 
money generalises pui-chasing power and eM:),hies consumers to 
obtain maximum utility and producers to achieve maximum 
promic.tivity by spemling tlieir resources according to the Law 
of Substitution as already explained. 

(?/) Money serves as a store of value. This is because tiie 
va ue of money is not liable to so .sudden changes as is the 
value of other commodities. As a store of value we admit 
money js not perfect, especially when it is in the form of paper 
money. But the chances of depreciation are as much -js 

chance.s of appreciation : and then it is miu-h more convenient 
to store money which is in the modern world done bv puttbi- 

Tt m the banks, than it is to store goods. Here mav also lie 
mentioned the advantages of carrying value in the form of 

money. Banks facilitate this carrying of money from place to 

place. You can deposit money at one place and draw it at 

d/I) o til Q y. 

Money also serves as a ineasin n of values 

As we measure cloth by a yanl xve measure value hv units of 

i l‘owever, does not perforin this function 

It IS only the standard money, into which ullimatelv all other 
foims of money are convertible, which performs this particular 

r'e"s t‘r"' (see Sec. 121 eoulit- 

iiRS the currency unit IS ultimately convertible, imo .,o|,l of a 

definite quahty and weight. If the standard is not metal and 
1.S paper Iin e.ss it is managed with great emcieiicv and hoiie.stv 
the .standard may become alino.st usele.ss for praclical purpo.ses.' 
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Any one with gold coins can convert them into gold by melting 
them. To keep the value of gold equal to its value in other 
countries gold is allowed to be freely imported and exported. 

For example before the last Great "War Fngland was on a 
gold standard. One ounce of gold was made convertible into 
gold coins at the rate of £3 17.s. 9^d. per oz. Conversely the 
currency authority sold gold at (approximately) this rate to 
any one who wanted to purchase it. Or one could melt £3 
17s, 9^d. worth of coins to get about one oz. of gold. 

If the metal is silver instead of gold such a system is 
called a silver standard (or silver monometallism). Such a 
system prevailed in India between 1835 and 1893. 

13. Gold Bullion Standard. Gold Bullion Standard is 
also a form of Gold Standard. The only difference is that gold 
does not circulate as coins in the case of a gold bullion standard. 
The home currency is made convertible into gold only for 
purposes of export. England was on such a standard between 
1925 and 19.31. Gold bullion was made available in quantities 
not less than 400 ounces in return for currenc 3 ’^ notes. Other¬ 
wise there was freedom of import and export of gold. The 
system aims at getting all the advantages of a gold standard 
without increasing the expense of a gold currency. 

14- Gold Exchange Standard. In a gold exchange 
standard system the internal currency, as in a gold bulliofi 
standard, consists either of paper notes or token coins. For 
purposes of making payments to other countries the home 
currency is made convertible, at a fixed ratio, into the currency 
of a foreign country which in its turn is on a gold .standard. 
For example, India was on a gold exchange standard when the 
last war broke out in 1914. The internal currency consisted 
of rupee notes and coins, and for external payments this 
currency was made convertible into British £ Sterling. £ Sterling 
on its part was convertible into gold in England. Hence our 
system was called the gold exchange standard. 

15. Sterling Exchange Standard. The difference 
between a gold exchange standard and a sterling exchange 
standard is that in the latter case sterling is not gold f.fi., 
England i.s not on gold standard., At the present time we are 
on a sterling exchange standard. England is not on a gold 
Standard, the rupee is convertible into sterling but, the sterling 
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is not convertible by right into gold in ^England. It is quite 
clear that if the currency of the foreign country is not sterling, 
but is called the franc, the dollar or the mark, the standard will 
be called Franc Exchange, Dollar Exchange and Mark Ex¬ 
change standard respectively after the name of the currency 
concerned. 

16. Classification of Money. The following diagram gives 
the classification of money at a glance. 
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Value of Money Meaning. Value of a commodity 
have seen, is its power to command other things in ex¬ 
change.^ Value of money also means its power of exchange or 
purchasing power over goods and services. When prices are 
nigh money purchases less and when prices are low money 
purchases more of goods in the market. Thus a rise in the 
value of money is the same thing as a fall in the general level 
of prices, and conversely a fall in the value of money is the 
sanae thing as a rise in the general price level. For instance, 
m India the value of money was much higher in 1934 as com¬ 
pared with 1929 and is again much lower now in 1944 than 
it was 111 1934 or eveu iu 1939. la economics the terms ap- 
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in the cion or by a direct charge. Seigniorage is defended on 
the ground that it saves the coin from being melted, and also 
increases the utility- of the metal. U-ratuitous ' coinage is de¬ 
fended on the ground that coinage is the functinti of the State 
and the charge should be on tlie exchequer. Free coinage is 
favoured because it provides a check against intiation which 
means over-issue of currency to the extent of depreciating its 
vanle. More of this latter. 

8. Token Coins. When the face value (the value 

written on the coin) is equal to its intxinsic value (the value 

of the metal contained in coin is said to be a full bodied 

coin. Our rupee before 1898 was a full bodied coin. Its value 
as coin was the same as the value of the sliver contained in it. 
When the face value of a coin is greater than its intrinsic 
value, it is known a token coin. Since 1893 nur i^upee is a 
token coin. The silver contained in it is worth less than 

4 

one rupee. During the last war, due to the rise in the 
price of silver, for a time, the supee became a full bodied 
coin. Ill fact its value as silver became higher tlian its 
value as coin and the re.sult was that rupees began to be melted 
and sold as silvei*. Partly to prevent sucli a contingency, part¬ 
ly to discourage hoarding of coins end pratly to economivse 
silver, the Government has i.ssueti new rupee and half rupee 
coins during the present war. They contain much less silver 
than the old rupee. The nld rupee which is now withdrawn 
contains 11 parts silver and one part alloy. The new (quarter- 
ney) rupee contains half silver and half alloy. 

While the value of the fiUI bodied coin depends upon the 
value of the metal contained in'it. the value of a token coin is 
maintained by tlie Government by controlling its supply. In 
most countries token coins serve as subsidiary coins (small 
change). In our country tnir standard coin, the .Rupee is a 
token coin. Our subsidiary coins also, as elsewhere, are token 
coins, fi. (j. eight anna, four anna, two anna, one anna prices, 
pice, etc., are all token coins. 

9. Legal Tender Money. - Legal tender money is money 
that can be legally tendereil in payment of debts. The law of 
the land enforces such payments. For instance, the rupee coin 
(as well as note) is legal tender in India. No one can refuse pay¬ 
ment in their terms. The rupees are not merely legal tender, 
they are unlimited legal tender as distinct from limited legal 
tender. Unlimited legal tender money in one in terms of which 
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debts can be paid to any amount. In India rupee and eight 
anna pieces are unlimited legal tender, while smaller coins are 
limited legal tender. They are legal tender only upto Rs. 
lO/"' 1*1 England the Bank of England notes and currency notes 
of one pound and ten shillings are unlimited legal tender, 
while silver coins are legal tender only upto a limit of 40 shill¬ 
ings. Legal tender money may be metallic coins or paper 
money. 

10 Paper Money. The term paper money applies to 
bank notes and government notes which pass from hand to hand 
without difficulty and without question, and not generally to 
cheques and bills that have only a limited circulation. These 
latter are instruments of credit and will he considered later. 


Paper money is of two types—convertible and inconverti¬ 
ble. The former is that which can he converted into the stan¬ 
dard coin at the option of the holder, and the latter is that 
which IS not convertible into .standard metallic money. The 
value of paper money is maintained by placing restrictions on 
Its issue. The limitation on quantity is e.speciallv uecessE\ry for 

inconvertible paper money, which has no fixed value in terms 

of a metal. Usually the law of the countrv requires keeping of 
compulsory reserves on the part of the issuing aurhority with a 

within limit.,tions. The details of 
the difierent method.s of issuing notes will be considered under 

banking. Here it may he pointed out, however, that the dan¬ 
ger ol over-.ssue i.s much greater in the case of inconvertible 

paper than it is in the case of convertible paper money. The 
latter is more or loss antoinatically regulated. 

il. Mon^etary Standard. Various systems of money are 
known after the standaid metal with reference to which the 

are given the impor¬ 
tant monetary standar-hs. * 


w Stamlai',! (/,) Gold Bullion Slandanl. (c) Gold 

Bhnfi’rall® S'erlins Exclian-e Standard. (e) 

Bimetallic Standard or Bimetallism. ' 

of all kind^ of** .standard country the value 

^olc This tnn-rent ,n it i.s ultimately fix-ed in terms of 

consist of f ill currency of the countrv 

gold coirsTm 2" '-thout any charge, lio 

g la coins from the currency authority of the country. 
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iiv) Finally, money serves as a standard of deferred pay¬ 
ments. This function is only a corollary of the above functions, 
because to serve as a standard for deferred payments (payments 
to be made in the future) money must act as a store of value, as 
a standard measure of value and as a medium of exchange. 

6. Qualities of good Money Material. It will be clear 
from the above that in order to perform its functions adequately 
the money material must possess certain definite qualities. These 
are given below :— 

{a) General acceptability. The metal or material con¬ 
cerned must be generally acceptable, otherwise there will be 
difficulties in its acting as a medium of exchange. This general 
acceptability may be due to the valuable nature of the material 
itself e.g., gold and silver. Or it nia 3 ’^ be due to the force of 
Government authority behind it e.g.. Currency notes backed by 
the authority of the Government. Or it may be merely a matter 
of habit of tlie people. 

(ft) Porfahility. The material concerned should have 
large value in small bulk otherwise it will be difficult for people 
to carry inouey about in sufficient quantities for their use, e.g'.. 
bricks are a bad money material : so are iron and ordinary 
stones. 

(c) DiivahUittf. The money material should not deteriorate 
if kept for a long time, otherwise it will not serve as a good 
store of value. Fruit and live animals for instance, will be bad 
money material from this point of view. 

(cf) DivisibiJiftf. Tim money material should be such as 
can be easily divided into smaller portions without losing value. 
If the quality is absent inconvenience^ will arise for making 
pui'chases in small values. A house or a cow are bad monej* 
materials from this point of view, so ai'e precious stones. 

(e) Homogeneity. This means that the various portions 
of the money material should be of the same quality', so that 
1/10 of its quantity should mean l/lO of its value, when cut into 

pieces. 

if) MaUeahiliiy. This money material should be soft in 
order to receive and retain impression. This is necessary for 
purposes of coinage. 

(ff) Gognizihility, The material should have well known 
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characteristics so that it can be easily recognized. Otherwise 
people will not know what they are accepting. By the method 
of minting metals into coins under the authority and the stamp 
of the states this quality is enhanced for the general public. 

(W stability of value. Finally the money material must 
have value which does not change too often and not to a large 
degree. If this quality is absent it will not perform its functions 
of money as store of value and standard for deferred payments 
adequately. 

Grold and silver possess these qualities to a very high 
degree, and paper under proper control is ideal for all. But to 
have paper money we require a higher stage of civilization. It 
is for this reason that in recent centuries gold and silver have 
been the most popular materials for use as money. At the pre¬ 
sent time, however, paper money has replaced to a very consi¬ 
derable extent metallic money. Metallic money in most countries 
is used merely in the form of subsidiary coins. 

7. Metallic Money—Coins. Broadly speaking, we may 
classify money into (a>l metallic and (b) paper money. 

Metallic money in its turn may circulate in the form of 
coins, when it is called (metallic) currency, or it may merely 
serve as a standard measure of value—standard money. The 
edges of coins of higher values are usually milled to save de¬ 
terioration and as means of detecting any meddling with the 
coin. Our silver rupee prior to the present war consisted of 
180 grains of silver U/12 fine. The word “fineness” is used 
to indicate the proportion of pure metal to alloy in the coin. 
"Remedy allowances” are the limits within which a coin may 
vary in weight or fineness without ceasing to be legally accept¬ 
able. 

Coinage may be ‘gratuitous’ or ‘free’. In the former case 
no charge is made for coinage by the authority. In the latter 
no restrictions are placed upon coinage, anybody with the 
metal can take it to the mint and get it coined. Before 1893 
anyone in India could take silver to the mint and get it coined 
into rupees. Free coinage need not be gratuitous. The autho¬ 
rity may make a charge for coining. If this charge is equal to 
the cost of converting bullion into coin, it is called ‘mintage’ 
or brassage’ ; if it is higher than this cost it is known as the 
seigniorage, Seigniorage may be charged by including an alloy 
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preciafinTi an^l tlepreciaHon arp. uFserl when speaking of the 
changes iti the value of money. “Appreciation’*means anincrease 
in the purchasing power of money or a fall in prices and “depre- 
ciatjon” means a fall in the purchasing power of money or a rise 
in the level of prices. . 

What determines the value of monev ? We have seen 

4 

tliat. an increase in the quantity ^supply) of a commodity, 
demand remaining the same, cvi.uses a fall in its value (price). 
In the same way an increase in tlie quantity of im^ney, 
demand renjaining tlie same, causes a fall in its value. The 
only ditt’prence is that because monev is only required for 
facilitating exchange, and not for its own sake the fall in its 
value is exactly in the same propoi-fion as the increase in its 
quantity, provided there is no change in demand for it. The 
• same idea is stated .some times hy saying that “the elasticity 
of demand for money is unity'’. The explanation of the 
changes in the value of money in terms of changes in its 
<piantity in circulation, is also called the Quantity' Theory of 
Money. 

18. Quantity Theory of Money. Stated in its simplest, 
form :ic<-oi'«ling to the Quantity Theory of Money the' value 
of ni'*ney varie.< in\’ersely as its quantity. Double the 
quantify of money, and oth^r tliing.s being equal, i)rices will 
he twice as high as before, and the value of money one half. 
Halve the (luantity i»f money and otlier things being equal. 
l)rices will be one half wliat they were before, and the vaitie of 
moiK*y d(nible ’’ (Tanssig). 

Now wliat is meant by the phrase “other tliing.s being 
equal"’? This phrase mean.s tliat tlicre sliould he no change in 
the following factors : — 


Ql Velncifif of oirciilatfon of tnonpif. A^elocity or rapidity 
of circul'.ttion of monev means the number of times » money 
nnit change.s liands. 'if, for instance, during a given period 
a five-rupee note changes hands five times, then the quantity 
f>f money in this case will he Rs 25 not Rs 5- If it clianges 
hand.- ton times then it will he R« for purposes of the 


t henry. 

(2) Thp use of credit instruments as money. If there 
is an increase (or decrease) in the use of credit instruments 
it should be regarded as aa increase (or decrease) in the 
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•quantity of money in circulation. Similarly regarding fche^ 
'Velocity of circulation of credit instruments. 

>'"^(3) Ba 7 'ter t7'ansactions. If some exchanges are don& 
■without the use of money, they should either be excluded 
.altogether, or be regarded as an increase in the quantity or 
-supply of money or a decrease in the quantity of transactions' 

. or demand for money. 

(4) The demand for money must remain constant. 
This means that the work to be done by money or the tran¬ 
sactions to be performed must remain the same. Not only 
fthe amount of goods exchanged but the number of times a 
-good changes hands (rapidity of circulation of goods) must 
also remain constant. 

Professor Irving Fisher has expressed the relationship- 
-between the quantity of money audits value in the form of 
.-a formula which he calls the Equation of Exchange. Thia 

ds given below :— 

MV+M'V' 

I' T 


Here P=Price level. 


T=Tran8action or volume of trade. 


M=Metallic money. M'=Credit money. 

V=Velocity of M and V'=Velocity of M'. 

If the quantity of money is taken to mean ‘‘effective media 
■of exchange,*’ then the price level varies in the same (and 
the value of money in the opposite) direction as the quantity 
of money, volume of trade remaining the same. 

All the criticisms of the quantity theory of money empha¬ 
size the fact that in the actual world of today none of these 
dactors remain the same. And hence the theory is valueless. 
The theory, however, is valuable because it emphasizes the 
most important factor (quantity of money) carelessness about 
which has time and again led to serious derangement of the 
monetary systems of various countries. A classical example 
is the German Mark during and after the last Great War 
which almost lost its value due to over-issue. The theory 
■'is more clearly applicable in the case of inconvertible paper 
-money the danger of over-issue of which is always great. 
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19., Consequences o£ changes in the Value ' of Money« 

We have seen above the causes that lead to changes in the- 

value of money. Now let us take note of the consequences' 
of such changes. 

It is very necessary that the value of money, should not 
change too quickly. Money is a yardstick by which other 
values are measured. All transactions, purchases and sales, 
contracts over long periods are 'entered in terms of money. If 
the value of money starts changing too often, one party will 
gain at the expense of another. For instance, if I borrow one 
hundred rupees today and promise to pay t04 rupees after on e 
year and during this time prices get doubled (or the value 
money gets halved) I shall be paying back in real goodi n°t 
Bs. 104 but only rupees 62. Because due to the rise in prices- 
Bs. 104 W’ill now purchase as much as Bs. 52 did at the time I 
incurred my debt. When prices rise (value of money falls) credi¬ 
tors lose debtors gain. When prices fall (value of money rises) 
creditors gain debtors lose. The terms creditors and debtors 
may be used in a wide sense. People of fixed incomes and 
wages are creditors ; they lose when prices rise and gain when 
they fall. Businessmen are debtors ; they gain when prices 
rise (costs do not rise as quickly) and lose, when prices fall. 
Hence too much fluctuation in the value of money is bad. It 
creates mistrust and discourages enterprise. Now you will 
understand why inconvertible paper money is dangerous. It 
can be over-issued easily. When money is over-issued it means 
that-its quantity has increased beyond the current require¬ 
ments of the community. Price level goes on rising until all 
contracts and transactions are falsified. Such an over issue 
of money is called “inflation**. The opposite process (great ^ 
-contraction in the quantity of money in circulation and conse¬ 
quent fall in prices) is called “deflation**. 

Except the danger of over-issue that hangs over the incon¬ 
vertible paper, paper money in all oth**r respects is the 
ideal form of money. It saves the metal, it is easy to handle 
and carry about. What is necessary is the care that its 
quantity is kept within proper limits. Hence it is that govern¬ 
ments take great pains to regulate the issue of notes. Except 
in rare cases where currency notes are issued by governmentfl 
(e.g.y India until very recently), as a rule nowadays, the func¬ 
tion of note-issue is entrusted to one bank of the country 
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ealled bhe Central Bank. In India notes are now issued by 
the Beserve Bank of India, which is our Central Bank. 

20. Measurement of changes in the value of money. 

Since the sudden changes in the value of money may lead 
to serious results it is necessary to measure such changes as 
a first step to exercise control over them. Ibis measurement 
is done by constriictirg what are known as the ‘Index Number.* 
When general prices rise the value of money falls, when general 
prices fall, the value of money rises. In order to measure 
the value of money therefore an index number of wholesale 
prices is constructed. 

An index number, it may be noted here, can also he cons¬ 
tructed to measure changes in cost of living (cost of living 
index number). Here are measured changes in the prices 
(retail prices usually) of commodities which enter into the 
consumption of the class of the people whose cost of living 
index number is bo be constructed. 

Similarly there may bo index numbers of wages, imports 
exports, industrial activity and so many other econoiijic and 
social phenomena whi< h can be quantitatively expressed. Since 
here we are only concerned With bhe changes in the value of 
money we shall describe tlie method of constructing an index 
number of wholesale prices. 

21. Index Number of wholesale prices. Below are given 
the various steps in the construction of an index number of 
wholesale prices: — 

(^) The choice of the base year. The first step is lo choose 
a year to serve as the base year. The base year with reference 
to which the price clianges in other years are • xpressed 
as percentages. Care is to be exercised in its selection. It 
should be average sort of a year neither too prosperous nor 
too depressed from the point of view of eeotiotnic conditions 
in general. Some times ati average (of prices) of a number of 

years is taken to serve as the base. 

ill) Selection of commodities. The second step is to 
select eoinmodities whose prices have to be taken as represent¬ 
ing bhe general price level. The commodities should be really 

representative and should be sufficiently large in number. 
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(Hi) Price liefce are then taken for each commodity. 
It is better to have an average of whole-sale prices of the 
same commodity in a number of representative markets. These 
prices are taken for the base year (or years) and also for the 
subsequent years the index numbers for which we want to 
construct. 

(iv) Che next step is to represent the price of each 
commodity for the base year as lOO, and the price of the same 
commodity for the subsequent years as a percentage of the 
price for the base year. For instance if the price of wheat for 
the base year is Bs. 4 per maund and is called 100, and its 
price for the next years is Bs. 8 per maund, it should be called 
200 and so on in the case of all the commodities and all 
the years. 

(v) The final step is to strike the average of the numbers 
thus obtained with reference to each of the years. The 
average of the base year will naturally come to 100. The 
other average will be higher or lower than hundred according 
as the general price level has risen or fallen respectively. 

The method of construction of index numbers described 
above will become clear from the table given below :— 

Numbers 



Price in 

Base year 

Price 

showing per* 

Articles 

the base 

prices ex* 

in 

centage rise or 

year 1939 

pressed as 

1944 

fall in 1944 over 


100 


the base year 


Rs. 




Wheat 

4 per mds. 

100 

10 per md. 

250 

Ri06 

3 8 «• *• 

100 

14 

400 

Cotton 

15 »• .. 

100 

22-8 .. 

150 

Snpar 

Gh«o 

8 •* i» 

60 •• .. 

100 

100 

56 .. 

160 „ 

200 

250 

Average 

4 

100 


1250-^5 

=250 


According to the above index number there was a rise of 
150 per cent in general prices in 1944 as compared with 1939, 
This means that in 1944 the value of money in India (on the 
basis of above figures) was 2/5 of what it was in 1939—a fall 
of 60 pef cent, in the value of money. 

Weighted Index Ktimber. The type of index number consti¬ 
tuted above is oilled an unweighted index number. Her© 
every commodity was given the same importance. But 
actually to a consumer a small rise in the price of one oommo- 


i 


dity may mean greater disadvantage than a big rise in another 
commodity which does not hold so much importance m bis 
household expenditure. This fact is specially to be taken into 
Sbcoount when we are constructing a cost of living index number. 

Suppose the above articles represent the goods consumed 
by a class of people and we want to know how the war has 
affected their cost of living. All these articles may not bo 
of the same importance to these consumers. ^ To show 
relative importance we can assign ‘weights bo each of the 
commodity by multiplying its index number by a certain figure 
indicating the degree of its importance, as is given below; 


Article ^ 

Wheat . 
Bico 
Cotton 
Sugar 
Ghee ^ 



Base 

index 

1939 


109X3 ^ 

100X1 

100X1 

100X2 

100X1 


I'vr 


Index 
No : 

1944 


2 0X3 
400X1 
150X1 
200X2 
2&0X1 


1950 

1950^8—2431 
=243*76 

Thus while the general prices have risen by 150 per cent, 
the cost of living of the particular class of people (assuming the 
above commodities and their weights bo represent their con* 
sumption) has risen by less than 144 per cent. 


Total 800 

Average 


SUMMARY 

Money. Any thing that passes freely from hand ^to hand in ex¬ 
change of goods and services is called money. It is a general cir¬ 
culating medium Its acceptance is unconditional, Cheques, bills of 
exchange, o*c. are not money proper because they do not circulate freely ; 
their acceptance is conditional. 

Barter. Direct exchange of goods for goods is called barter. It 
is a very inconvenient system of exchange, particularly in a progres¬ 
sive economy. Its chief difficulties ate (il double coincidence of wants, 
(ii) lack of common measure of value, and (iii) indivisibility of certain 
articles. 

The difficulties of barter led to the use cf money. Various 
commodities have served as money at different times and places. 

Functions of Money. Money performs a number of useful funo- 
tlons- They are (i) medium of exchange, (iil store of value, (iii) mea* 
sure of value, and (iv) standard of deferred payments. 
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In ord#‘r to peiform the functions 
of money satisfactorily the mouey mnterial mns* prssess the f^llow- 
bing qualities : general acceptability, prrtabilitv. dorability. divisibility 
omogeniety, mellability, cognizibility. and stability of value, 

Go’d and silver possess most of these q;:aliTies. Hence they 
are the most popular materials for the use of money. 

Coins. The edges of coins are milled to check clipping. They 
are stamped also. In case of free coinage people are allowed to take 
bullion lo the mint for coinage purposes If the government do not 
cheree anything fer coinage, it is known as pratniious. if a charge 
is made which is just equal to the erst of coinage, it is then called 
brassage, if something more than actual cost is charged, it is styled 
as seigniorage. 

Coins. A full bodied coin is that of which the face value 
is equal to meialtic value. When the face va’u*- of a coin is greater 
than iis intrinsic value, it. is called a u ki-n coin. Since 1893 our 
rupee is a token coin. The ^*all.e of tlie full bodiid coin depends 
upon the value of the mc^al cintaitrcd in ir. while that of token 
coin depends upon the policy of the Gove rnment. 

Legal Tender money. It is that money which people are bound 
bv law to accept'. Legal i«nderinay bo 1 inited or t nlin ited. Rupee 
and eiph -anna pieces arc unlimited legal icudtr. Smaller coins are 
limited legal lender. 

Paper Money. Paper money applies to l ank notes and Govern- 
mert notes If ir. can be exchanged for s imdard coin on demand, 
it is called convertible paper money ; if t ot, it. is iorcinvcrtible. There 
is a great danger of over issue in case of inconvor;ible paper money, 

Mcnet cry ^ taedaJ ds The ci rr* t e;^ s\^t«nl of a country is 
kno«n aficr the standard metal in terms of which the value of the 
currenev uni'sis fixed. The impor’ant nioneiury standards are gold 
standard, gold lullion standard. gol«' exchange s'andaid, sterling ex- 
charge s'andard and bimetallic standard. These have their own 
distinguishing features. 

Value of Money, Value of money means th-» purchasing power 
of money,—the amount of gcods and s<rvicis that it can buy in its 
exchange It is related to the irice level in the oppos»te direction. 
■When prices arc high, value of money is low ; when prices are low, value 
of money is high. Appreciation and depreciation refer to the 
use and fall in the value of money. 

Quantity Theory of Money. It is an attempt to explain the 
determina irn of the value of money from the side of supply. It 
states that the value of money varies exactly inversely as its quan¬ 
tity. I’ouhle the quantity of money, the valre of money will be 
reduced to half, halve the quantity of money, vilue of money will be 
doubled. Prof. Irving states the relationship in the form of an 

equation viz , P=-' - 
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This theory is based on a number of assumptions. It presuppoaea 
that there is no change in the velocity of circulation, use of credit 
instruments, bamer transactions, demand for money, etc It is seldom that 
rthose remain constant Hence the criticisms of this theory. 

Consequences of changes in the Value. Money is a measuring rod. 
Hence changes in its value produce far reaching consequences, both 
economic and non-economic* When the value of money falls, business 
men, producers and debtors gain while consumers, fixed salaried per¬ 
sons and creditors suffer. The reverse of this happens when the value of 
money rises. 

Over.issue of money is called inflation ; undue contraction is 
called deflation. 

Measurement of Changes in the value of money. It is very im¬ 
portant to measure changes in the value of miney. This is done 
through index numbers. Index numbers may be cons rucied for diff¬ 
erent purposes—for measuring changes in the general price level 
cost of living, wages, imports, exports etc. In the construction of 
index numb* rs the £ llowing steps are necessary. Selection of the 
base year, commodities, price lists, and the method of averages. In 
simple index number equal imp-r aoco is given to every selected 
commodity, b.*t in weiglucd index number different importance is 
attached to different commodities. It is more diihcult to construct 
the latter. 

EXERCISES 

1. Define money, Enumerate its functions. 

2. What arc the difficulties in the way of barter? Show 
how have they been removed by the use of money ? 

3. What arc the important qualities that a good money mate¬ 
rial should possess? 

4* Explain and oxaroino the quantity theory of money. 

5. What difference do you find in the dftermination of the 
value of money and that of other commodities ? 

0. Trace the effects of the changes in the value of money 
on the different classes of people. 

What is an index number ? How is it constructed ? 


7. 


Chapter XVII 


OBEDIT AND OBEDIT INSTBDMENTS 

1. Introduction. So far we were concerned with money 
ia&ued under the authority of the state, usually by a Central^ 
Bank. Certain kinds of purchasing powers are also created by 
ordinary banks. These media of exchange are nob legal bender, 
but all the same, transactions are carried on through them. 
In more advanced countries transaction done through the 
“instruments of credit” as they are called, are much greater in 
value than those accomplished tlirough currency notes and 
coins. In this chapter we shall study the various instruments 
of credit. 

2. Credit and Credit Instruments. Paper currency, we 
have seen in the last chapter, takes the form of currency notes 
usually issued by the Central Bank. A currency note is a pro¬ 
mise to pay the bearer on demand a stated number of 
metallic coins—the standard coins of the country. The note 
circulates because people have faith in the issuing authority. 
In other words they are accepted by the people on the ‘ credit’* 
of the issuing authority. Credit means good opinion founded 
on the belief in a nerson’s “veracity, integrity, ability and 
virtue.’* In Economics credit means confidence in a person's 
ability to pay. The issue of notes is backed by the authority 
and resources of the government. For practical purposes, 
therefore, the government’s credit is as good as cash. Bank 
notes, therefore, are classed under currency rather than credit. 

A very high proportion of the business in modern industrial 
countries is carried on through credit. Credit transactions 
may be done in two ways : 

(?) The most pwtnitive form of credit is merely getting an 
oral promise to pay. A little more advanced than this is^ by 
keeping a book account. This method of credit transaction, 
however, is only possible among people well known to each 
other, and living near each other. 

(?7) The second and more common method in the modern 
age is giving written promises to pay on certain date or 
within a fixed period of time. These various promises to pay 
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are called credit instruments. Their evolution is marked by 
four stages which also give the chief forms that they take. 
Book debts, may be included as the first stage of credit deve^ 
lopment. These stages and forms are ;— 

Book Debts, Promissory Notes, Bills of Exchange, Bank 
Notes, Cheques and Drafts. 

Bank Notes, we have seen, are not. strictly speaking, credit 
instruments unless they are issued by ordinary banks without 
the authority of the state behind them. Now as a rule, only 
one bank, the central bank enjoys the monopoly of note issue. 
Other instruments of credit are discussed below ; 

(a) Promissory Note, It is the simplest kind of a credit 
instrument. It contains the buyer s promise to nay the seller . 
a certain sum of money for value received. The payment is | 
to be made after a specified period of time. The value may be 
received in the form of money which has been borrowed or in 
the form of goods that have been purchased. Such a docu¬ 
ment may be used for personal or commercial transactions. 
A Bill of exchange is used for commercial purposes only. 

(b) Bill of Exchange. A bill of exchange is an order pay¬ 
able on demand or at a fixed future time^ addressed by 
person (the creditor called the drawer ) to another (the 
debtor called the “drawee”) instructing the latter to pay a 
certain sum of money (mentioned on the bill) to the former, or 
fco feh© bearer, or to a specified third person (called the payee)# 

Distinguish here between the drawer and the drawee and 
the acceptor. After having been drawn, the bill is sent to the 
drawee or his agent for acceptance. This is done by putting 
a signature (or stamp of the accepting firm or house) on the 
bill. The bill now becomes negotiable, t.e., it can be dUcoun- 
ted or sold for money. A bill is discounted by calculating 
interest on its face value (the amount finally to be paid)^ for 
the period for which the bill has still to run, at the prevailing 
rate of discount, and deducting this the face value of the 

bill. This then is the price at which the bill can be sold by 
the holder at any time. Thus the higher the discount rate the 
lower the value of the bill at the time of discounting, and the 
shorter the period between discounting and maturity of the bill 
the higher its value. When the bill matures, i c., becomes pay¬ 
able by the drawee, its value becomes equal to what is written 
on it. The usual period for which bills of exchange are drawn 
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19 three months, though they are also drawn for longer periods.: 

The form that a bill of exchange usually takes is given 
below • — 5 

£ 100 


Lahobe 

January 12, 1946,. 

Three months after date pay bo the order of the Imperial 
Bank of India Ltd. £ 100 for value received, 

Gl. Lall. 

F. Jones & Sons, 

London. 


G. Lall from Lahore has exported to P. Jones and Sons of 
London goods worth £l00 in English money. This bill will 
mature after three months and bhre-* days from the 12ih Jan¬ 
uary, 1946, i.e., on the 15 April 1946. During ihis period it 
can pass trom hand to hand by getting discounted. The advan¬ 
tage of this method of payment, among others, is that during the 
period of three months the importer wiil have received and sold 
the goods and would be in a position to meet his obligations. 


The area of circulation of the bill obviously depends upon 
the credit of the acceptor. People get tlieir bdls accepted by 
well known firms fAecepting Houses) who spec’alise in this 
business, and thus make their bills circulate easily over extensive 
areas. 


A bill of exchange is of great importance in financing trade 
especially foreign ti-ade. Moreover it is a very convenient 
form of investment. Its advantages thus are : — 

In the first place, it enables businessmen to buy goods with¬ 
out making payments in cash. Before the bill matures the 
goods can be sold and money is made available for meeting 
the liability. Thus, business can be carried on without the use 
of much capital. On the other hand, this method enables the 
exporter (or seller), if he w’ants money immediately, to acquire 
it by discounting tbe bill. 

Secondly, the bill of exchange saves cost of transporting 
precious metals between the countries. The importer for ins« 
tance instead of having to export precious metals can buy a 
bill of exchange and make his payment. Hence it is a cheaper 
and more convenient way of making international payments. 
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Thirdly, the bill of exchange enables every exporter to get 
value for hie exports in hie own money. 

^ Fourthly, a bill of exchange is a very convenient way of 
investing liquid funds. Liquid funds are funds that can be 
easily converted into cash. A man who has a little spare 
money can buy a bill of exchange, and keep it with him as 
long as he does not need 
the money and thus earn 
interest. If he suddenly 
needs his money the bill 
can slways be discounted 
in the market. This me¬ 
thod iR very commonly 
used by banks to keep 
their reserves liquid. 

(c) Ilundi. In India bills 
of exchange have been in 
use from very early times. 

They are known as Hund- 
les. A Hundi is an inter¬ 
nal bill of exchange. It 
helps in the finance of in* 
ternal trade and remittance 
of money. A bill of ex¬ 
change serves to finance 
both internal and inter¬ 
national trade, 

Hiinrlies are of tiro khifJs 

H) Darfthani Ihotfii, 
which is more or less like 
a cheque and has to be 
cashed immediately, when 
it is presented. 

Mitddail Hundi, has 
to be^ paid after a period 
of time specified on it. 

This is more like a bill of 
exchange, 

{d) Cheque. We have 
already said something 
t^he bank note, 
which strictly speaking, is a * 
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currency aud not a credit instrument. The next important credit- 
instrument is the cheque, A cheque is an order on a bank by its 
client, who has already deposited (or acquired by loan) money 
with It, to pay the stated sum to the bearer or to the order of 
the person m whose favour the cheque is drawn. The former is 
bearer cheque and the latter is “order cheque,” Cheques are 
written on prescribed forms (see the specimen) supplied by the 
bank, ^ery cheque must bear the signature of the person draw¬ 
ing it. When a cheque is crossed (by drawing two parallel lines 
across its breath) it can only be deposited, in the account of 
the person in whose favour it is drawn, in some bank. If lost, 
such a cheque cannot be cashed directly. A “bearer's cheque” 
18 nob crossed and can be cashed by anyone who holds it, unless 
the bank is informed beforehand nob to cash it. If it is an “order 

cheque the responsibility of payment to the right person is 
on the bank. 

The main advantages of a cheque are that it economises 
money. Cheques can be created by all banks while the note 
issue is restricted to the central bank. Cheques can be drawn 
to an exact ainount, Rg. 100 10 as 6ps. The use of 

cheques is facilitated greatly by clearing house arrangements. 

3 Clearing House. A clearing house is an institution 
where cheques drawn on various banks are cancelled against 
one another and only the balance is paid. The working of a 
clearing hou-e is made clear oy the following examples. Sup¬ 
pose there are four banks A, B, C, D, whose accounts are clear¬ 
ed in a clearing house. This is done every evening after 
business hours. Each bank sends its representative with cheques 
to be cleared. 

Suppose one evening the claims of these four banks on one 
another are as follows : — 


Bank A : 


cheques on Bank B 



91 


ft 


C 

D 


= 6.000 
= 4 000 
= 2,000 


Total 


11,000 


Bank B: cheques on Bank 

C 

= 6,000 

tt 9 9 

D 

=#.000 

99 

A 

= 4,000 

Total 

• • • 

=141000• 
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Bb. 

Bank C: 

cheques on Bank D 

= 6.000 


l> 

A 

= 6,000 


»1 f 1 

.. B 

= 3.000 


Total 

• • • 

14,000 

Bank D : 

cheques on 

Bank A 

=3.000 


If II 

n B 

= 1.000 


II II 

» C 

=5,000 


Total 

• •• 

=9,000 

The total 

sum of all the ebaques to be settled is Rs. 48.000. 

If we look the credits and debits of each of the banks the posi* 

•>tion is as given below. 




Credit 

Debit 

Balance+in favour 

Bank 

^is owed) 

(owes) 

— against 


Bb. 

Bs. 

Es. 

A 

11,000 

13,000 

— 2.000 

B 

lOiOOO 

9,000 

+J ,000 

C 

14,000 

14,000 

Nil 

D 

9,000 

16.000 

+ 1,000 


Thus if bank A pays 1,000 to B and Es. 1,000 to D, the 
whole account is cleared. An account of Rs. 48,000 is cleared 
just by the payment of Es. 2,000. This great advantage is 
obtained by the use of cheques and the clearing house system. 

Cheques, however, can serve only a limited circle of people 
known to each other or relying upon each other’s credit. A 
•c heque is not legal tender. 

4 Draft. A draft is a cheque drawn by one bank upon 

another. For instance, suppose you want to remit Rs. 1000 to 

your brother studying in England. You can go to one of the 
banks in India having a branch or an agency in London. Pay 
down Rs 1,000 and at the current rate of exchange obtain a 
draft on the London branch ■ or the agent of the said bank, 
^is draft will be in English money instructing the branch of 
•he bank concerned to pay the bearer on demand the speci¬ 
fied amount. You send this draft to your brother in England 
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and he preBents ib to the bank on which ifc is drawn and 
receives the money. A specimen of a draft is given below :_ 

l^8J Lahore^ April 2, 1944. 

Imperial Bank of India Ltd. 

£ 100 


(U 

6 

"D 




(L) 

~o 

3 


<u 

6 


to cjy\:c. <=Ult ct, OUer 

^ otutil^ <Stet.lin^ one Lttnd.iceJ^ onL^^ 

. . . AnJ, place 

to account o^ the c^ntpetlal 

4 ^.Jla JU. 


tit 


tc Aante 



To, The Ijondon Branch 
Imperial Bank 
of India Ltd. 
London 


For The Imperial Banh- 
of India Ltd. 
Lahore Branch 
{Sd»i B. G. 


This draft is drawn by the Lahore Branch of the Imperial 
Bank of India to its London Branch. The expression “under 
pounds one hundred and one’* is intended &o safeguard against 
payment of any sum in excess of pounds one hundred. 

5. Uses of Credit. It will be seen from the above study 
that credit performs many useful functions for the economic 
prosperity of a country, thus :— 

(/) Ib economises the use of metallic currency. Credit 
instruments serve in the place of metallic coins and thus save 
so much metal. 


{ii) Ib helps in the finance of industry by making possible 
huge loans to businessmen. 

{Hi) Ib increase the productivity of capital. Idle money 
through the agency of banks is made available to people who 
can use it productively. 

(/?;) By means of credit large sums can be lent by bank® 
against small cash reserves. Thus a bank may be able bo lend 
Bs. 10,000 by keeping only a reserve of Be. 1,000. 
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iv) Credit instruments, especially bills of exchange greatly 
facilitate payments in international trade. Payment can be 
made without movements of treasure to any large degree. 


Credit instruments are created and operated through the 
agency of banks to the study of which we now proceed. 

C. Changers of Credit.-' It is also argued that credit is 
dangerous, particularly when it is mishandled. The advocates 
of this view advance the following argument : — 


(?) It can be easily issued and therefore results in over 
expansion. 

(u) It tends to disguise the financial weakness of business¬ 
men and thus enables inefiicient producers and manufacturers 
to stay in business. 

^ {in) Due to the existence of credit, monopolistic combina¬ 
tion of producers are able to control big productive enterprises. 

{iv) Credit can be easily obtained and thus encourages 
waste. 

(v) Speculation is stimulated because most of the specula¬ 
tors are fed by credit. 


SCMM/^RY 

Credit and Credit instruments. Credit means confidence in a 

person’s abilirv lo pay. It i» the power of the borrower which en¬ 
ables him to borrow goods from others on the promise of future 
payment. The present day business is based on ctijdit. The ‘pro¬ 
mises to pay’ ran be recorded in a numb r of w ^ys Such documents 
are Ckll d credit instruments Promissory notes bills »‘f exchange and 
cheques are tho most pop .lar forms of credit instri<nients 

A Promissory note contains the buyer’s promise to pay the 

seller a certain sum ol money for value received aitor a specified 
time. \ r V* 

A bill of exchange is an order drawn by the creditor on the 
debtor instruct ng him to pay a certain sum of monev to hinj 
or to tho boar r or to a Specified third party. I- servos a verv important 
part in mod rn trad » and commerce. It enables b isin ss men t3 buv 
goods without making cash payments immediately. It saves cost of 
^.ransporting precious metals. It is also a very convenient wav 
lnvestini« liquid funds. ^ * 

A Cheque is an order on a bank by its depositor directing it 
to pay a certain sum of money It may boa bearer cheque, order- 
or orossed cheques It greatly economises the use of money 
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Clearing Houses It is an institution where cheques drawn on 
various banks are cancelled against one another and only the bal« 
•ance is paid* Each bank sends its representative with cheques to 
be cleared. 

Draft Is a cheque drawn by one bank upon aDOther. 

Uses of Credit Credit performs many useful functions. It 
•economises the use of metallic currency, helps in the finance of in¬ 
dustry. increases the productivity of capital, facilitates international 
.payments. 

Danger of Credit. If uncontrolled credit leads to great dangers* 
2t encourages waste, speculation, over-issue, growth of monopolistic 
•combination and also conceals the financial weakness of businessmen. 


1, Define credit. Distinguish between the different kinds of Credit 
Instruments. 

•2. What is a bill of exchange ? What are its main advan* 
tages ? 

3. Clearly examine the uses and dangers of credit. 

A. What do you understand by a clearing house ? How ate 
.the settlements made ? 


CHAPTBB XVIII 
BANKS AND THEIR FUNCTIONS. 

1. Evolution of Banks. A bank is an institution which 
deals in money. Broadly speaking banks draw surplus money 
from the people who are not using it at the time, and lend that 
money to those who are in a position to utilize it. Thus acting 
as intermediaries, the banks make profit. 

Modern banks have developed from very small beginnings. 
The earliest bankers were goldsmiths. In Europe they were 
also money changers. These latter were the people who con¬ 
verted one type of money into another. As these people dealt 
with precious metals, they had to make arrangements for their 
safety. People with surplus money or gold gradually began 
to deposit their precious metals with these persons. This in a 
primitive way was the beginning of deposit banking. The 
goldsmiths would issue receipts for the metal received. As 
every one believed in their integrity, through experience, in the 
eourse of time these receipts began to be passed from hand to 
hand in payment, instead of being first converted into gold. 

On the other hand, the goldsmiths soon realized that only 
a small proportion of the metal deposited with them was 
claimed by the depositors within a certain period of time. 
They, therefore, began to make profit by lending a part of 
these deposits to persons who were in need of money and 
possessed good security. In this lending it was not always 
gold that they gave, but issued their receipts which they knew 
would pass among the people as if they were gold. Thus we 
see the germs of the two most important functions of the 
banks, advancing loans and issuing notes. 

Gradually the banking business passed from individuals to 
}Oint stock concerns. It was a long time before the State re¬ 
alized that It was harmful to the economic stability of the nation 
to allow every bank to issue notes. Gradually, therefore, the 
note-issue function was taken away from the ordinary banks 
in one country after another, and was entrusted to one bank 
only i.e. Central Bank under rigid State control. 

The banks, in the meantime, discovered now methods of 
creating purchasing power by developing the various typ^^i of 
credit instruments, which we have already studied. The most 
omporbant of the credit instruments is the cheque. 
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The cheque had great advantages over the bank note. As 
long as the bank was sure of a safe proportion of reserves, it 
could raise a high superstructure of credit by advancing loans 
and giving overdrafts facilities against which cheques could bo 
drawn. Cheques were more convenient and safe to hold and 
could be drawn for any fractional amount. Hence this method 
of making payments became very popular. 


2. Kinds of Banks. Banks are of various kinds each spe¬ 
cialising in a particular type of work 

(i) Central J3a?ikii. —There is usually one central bank in 
every modern country. Besides doing ordinary banking busi¬ 
ness under strict Government control such a bank performs 
certain special functions like issuing of currency notes, acting 
as banker to the Government and other banks, regulating the 
volume of purchasing power in the country. These functions 
we shall study in detail later. 

(ii) Exchange Bank.*i. —Exchange Banks specialise in pur¬ 
chasing and selling bills of exchange, issuing of drafts and thus 
help in the financing of foreign trade of a country. 

(Hi) Industrial Banks. —They specialise in the financing of 
industry. They advance loans for long periods to people who 
carry on industrial enterprises. 

(iv) Agritnltural Banks, —In India they take the forms of 
Co-operative Societies and Land Mortgage Banks, The for¬ 
mer advance loans for short periods and the latter for long 
periods to agricultural classes. 

(v) Savings Banks, —These banks give facilities for saving 
to people of small incomes. e,g, post offices in India carry on 

this function. 

(vi) Commercial Banks, —These are engaged in financing 
mostly internal trade and carry on other ordinary banking 

functions. 


3 Banking Functions. Broadly speaking, there are two 
ftiDctioDB that banks (other than the central banks) perform:— 

(a) Receiving deposit. 

(b) Advancing loans. ^ 

(a) Deposits. Banks take care of peopleja money. After 
the money is deposited with a bank, it becomes the property of 
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the bank, provided the bank is willing to repay to the depositor 
legal tender money according to the conditions of the deposit* 

Deposits are usually of two types: 

(/) Current Deposits : {ii ) Fixed Deposits. 

• 

On current deposits an interest is paid by the bank, and 
they can be withdrawn in part or in full at any time by issuing 
cheques. Fixed deposits are so called because they are left 
with the bank for a certain fixed period before the expiry of 
which they cannot be withdrawn except after giving due 
notice to the bank. On these the bank pays interest to the 
depositor. 

(/)) Loa>fi<i. A bank is'* able to advance loans because ex¬ 
perience shows that only a small proportion of the deposits is 
withdrawn by the depositors during a given period of time. If 
the banker, therefore, makes provision by keeping reserves to 
meet such demands, he can make profit by lending the surplus. 

A bank makes advances in three ways : 

(/) On current account 

(//) On loan account. 

(fit) By discounting bills. 

When an advance is made on current account, the bank 
gives his customer the right to over-draw up to a certain 
limit. This is called giving overdraft facility. Interest is 
charged only on the amount, which is actually drawn. 

In the case of advances on loan account, a definite amount 
of money is pub to the credit of the client, and whether the 
whole or part is drawn, interest is charged on the whole. 

Advance through discounting bills is sometimes studied as 
a separate function- the discount function. This consists in 
the purchase of bills of exchange. From the point of view 
of keeping the reserves of the bank in a liquid form (easily 
convertible into cash), this is a useful method of earning interest. 
If an emergency arises, these bills can be easily turned into 
cash by discounting* or rather rediscounting them. Bedis- 
counting facilities are usually provided by the central bank to 
its member hanks. 

On the other extromo is investment in long term securities. 
This means lending capital to industries, railways, building 
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societies and municipalities by purchasing their bonds. This 
type of investment is not desirable from the point of view of 
sound banking. Such funds cannot be easily realized. They 
get ‘locked up** 

In addition to the *functioas of deposits and loans, the banks 
perform certain minor functions which may also be taken note 
of. They act as agents of their customers and other banks ; 
take care of valuables like precious metals, jewellery, docu¬ 
ments, etc. They pay dividends on behalf of companies, carry¬ 
ing on stock exchange and foreign exchange business. As 
trustees they manage the property of their clients entrusted bo 
them and as executors they carry on the instructions in the 
wills of their dead customers. Moreover banks act as Accept¬ 
ing Houses* 

4. Maintenance of Reserves. The secret of sound banking 
consist in the maintenance of adequate reserves along with 
making profits. A bank deals with other people’s money 
which can bo claimed by the depositors whenever they like. 
Experience, however, tells the banker that only a small pro¬ 
portion of the money which can be drawn is actually drawn. 
Hifi function, therefore, is to maintain adequate reserves to 
meet this demand and make profit by lending the rest. This 
requires a good deal of skill. Too much caution may mean 
too little profit, and reckless lending may endanger the credit 

of the bank. 

The first line of defence in keeping reserves is the mainte¬ 
nance of a particular amount of cash. This cash is kept either 
in the form of coins or in the form of currency notes, or in the 
form of balances with the central bank. All important banks 

are legally required to keep a certain proportion of their.liabi- 

lities in the form of balances with the central bank. These bal¬ 
ances are as good as cash because they can always be claimed 
and paid in the form of legal tender currency. It may be» 
incidentally, mentioned that the existence of such balances 
‘fives to the central bank great power over the other banks of 
the country (^which keep snch balances) in the matter of con¬ 
trolling the credit expansion of the latter. 

The second line of defence in maintaining reserves is the 
money lent for very short periods technically called money at 
call or at short notice.* This is the money that the banka lend 
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to market operators, stook exchange dealers and other similar 
middlemen. Money employed in discounting first-rate bills of 
exchange can also be put in the same category. 

While lending money the banker has to keep three considera¬ 
tions in mind. First comes security, the money should not be 
liable to be lost. Secondly, ready convertibility. It should 
not be looked up for long periods. And finally comes the 
necessity to make profit for the shareholders. The third con¬ 
sideration is always subordinated to the first two if a bank is 
run on sound lines. 

5. Central Banks. A central bank is an institution which 
is responsible for safeguarding the financial stability of a coun¬ 
try. It holds the ultimate reserves of the nation, controls the 
flow of purchasing power—whether currency or credit—and 
acts as banker to the State. In recent years, the importance 
of central banks has enormously increased. England establish¬ 
ed a central bank (the Bank of England) as far back as 1694. 
Other important European countries like France and Germany 
had their conbral banks long before the Great War. The im¬ 
portance of these institutions was especially realised during the 
currency troubles of the first Great War and the post-war 
period. It was found necessary to have one bank controlling the 
policies (usually selfish) of the other banks of a country. A 
monetary conference was held at Brussels in 1920. This con¬ 
ference recommended strongly the establishment of central 
banks in all modern industrial countries. The result is that 
now practically every country has a central bank. The Reserve 
Bank of India was established in 1935. 

The principles on which a central bank is run are quite 
different from the ordinary banking principles. An ordinary 
bank is run on business lines. To be able to exist it must earn 
reasonable profits. An ordinary bank, so long as it keeps ad¬ 
equate reserves, can indulge in any reasonable business of in¬ 
vestment that brings profits. A central bank, on the other 
hand, is primarily meant to shoulder the responsibility of safe¬ 
guarding the financial and economic stability of the country. 
Earning of profits for a central bank is a secondary considera¬ 
tion. It works under control imposed by the laws of the state 
and is definitely debarred from investing money in risky enter¬ 
prises* 
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6. Central Banking Functions. All the functions that a 
central bank performs ultimately aim at controlling the volume 
of purchasing power—currency and credit—in the country. 
By this means price level in the countrj' is kept under regula¬ 
tion, and thus movements of goods and foreign exchanges (value 
of home currency in terms of foreign currency) are controlled. 
A central bank performs the following functions :— 

(i) It has the monopoly of note-issue. 

(ii) It is the bankers* bank. 

(iii) It is the banker of the state. 

(iv) With the help of the above privileges, it becomes the 
guardian of the money market. 

7. The Note>Issuing Agency. In the early periods of 
banking development, almost every bank enjoyed the right of 
note-issue. This led to frequent troubles. Notes were over¬ 
issued and the resulting inflation disorganised the currency sys¬ 
tem and brought other serious economic and social consequen¬ 
ces. The governments, therefore, had to exercise some control 
over the issuing of notes. Gradually, the practice of entrust¬ 
ing this important function to the chief bank of the country, 
the central bank, became established. Obviously, without this 
sole monopoly it would be impossible for a central bank to con¬ 
trol purchasing power in a country. If it reduced its note-issue 
to bring prices down, other banks could easily issue more notes 
and thus counteract the policy of the central bank. 

Monopoly of note issue does not mean that the central bank 
is free to issue as many notes as it likes. There are important 
legal restrictions on its powers in this connection. The law 
imposes a definite relation between the amount of the notes 
issued and tlie reserves kept by the bank usually in the form of 
gold or standard coins. Broadly speaking, there are two prin¬ 
ciples according to which notes are issued, rt,-,., the Currency 
Principle, and the Banking Principle. 

The Currency Principle is followed by the Bank of Bngland. 
Under this system a given quantity of notes can be issued by 
the central bank without keeping any metallic reserves. This 
is called tbo ‘fiduciary’ limit. Beyond the fiduciary limit, every 
note issued must be backed by gold of equal value. 
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The Banking Principle is common on the continent; of 
Europe and in America. According to this system, the issuing 
bank is required by law to keep a certain p7 op^i o e 

notes issued in the form of metallic reserves. Forty per cent, 
is the usual proportion. This system is more elastic than the 
Currency Principle. For instance, if the bank obtains Ks 

worth of gold, it can issue Rs. 100 wort.h of notes under the 

Banking Principle, but only Bs. 40 worth cf note^ under the 
Currency Principle once it has exhausted the fiduciary limit. 
The Currency Principle of notes issue, however, is safer. 

The Reserve Bank of India enjoys the monopoly of note- 
issue in India. For the issue of notes, the Reserve Bank Uike 
some other central banks) maintains a separate department 
called the Issue Department. The assets of this department 
are kept distinct from those of its Banking Department, ihe 
assets of the Issue Department consist of gold coin, gold buU- 
ion, sterling securities, rupee coins and rupee securities. 
the total assets not less than 40 per cent, must under law con¬ 
sist of gold coin, gold bullion, or sterling securities, provided 
that the amount of gold coin and gold bullion is not .at any 
time less than Rs. 40 crores in value. With the sanction ot 
the Central Government, the 40 per cent, limit can be reduced 
for limited periods on payment of a specified tax on the defici¬ 
ency. Thus the system adopted in India is a modified form o 
the Banking Principle of note-issue. 

8. Banker of the State. One of the most important 
functions of a central bank is to act as banker to the govern¬ 
ment. All the balances of the government of the country are 
kept with the central bank. On these balances the bank pays 
no interest. On the other hand the bank performs number o 
services free of charge to the government. Generally spi¬ 
king, it is the fiscal agent (agent in all matters of money) to the 
government. Governments float their loans through their 
central bank, and also receive their various payments through 
the same institution. The central ba.nk also gives to the gov¬ 
ernment “ Ways And Means Advances,*’ temporary loans 

required by the government to meet its current financial 
obligations. 

The Reserve Bank of India carries out the banking trans¬ 
actions of the Government. It accepts money for account of 
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fche Secretary of State* the Central Government, the Provincial 
Governments, and approved States, and makes payments up' 
to the amount standing to their credit respectively, and carries 
out their exchange, remittance, and their banking operation, 
including management of the public debt. 

9. Banker’s Bank. We have seen that every bank keeps 
a deBnite proportion of its liabilities in the form of a reserve* 
In times of financial trouble, these banks try to strengthen 
their reserves. They try to convert their investments into 
cash. Some of their funds are locked up for long periods. 
The money at call helps them to some extent. It is very 
difi&cult to borrow from other banks at such times, because 
every bank is in need of resources. It is on such occasions 
that the banks have to rely upon the central bank. We know 
that the important banks of a country keep a part of their 
reserves in the form of balance with the central bank ,and that 
this balance is regai’ded as good as cash. In times of finan¬ 
cial stringency (when there ^is great need of money) these 
banks can rediscount their bills from the central bank. This 
gives them power to expand credit and meet the demand of 
their clients. Usually no occasion arises for the cash to be 
demanded. Businessmen are quite satisfied with getting more 
credit ; and if this is given, confidence is restored. This fin¬ 
ancial position of the central hank is never questioned be¬ 
cause of its high prestige and Government backing. 

Since the inauguration of the Reserve Bank of India joint 
stock banks in India have been divided into two classes, 
namely, Scheduled Banks and Non-Scheduled banks. The- 
Scheduled Banks are institutions which are included in the 
Second Schedule to the Reserve Bank Act. The Non-Schedul¬ 
ed Banks are not so included. To become a Scheduled Bank 
among other things, a bank must have a paid up capital and 
reserve of the total value of not less than five lakhs of 

rupees. 

The Scheduled Banks have certain obligations and they 
also enjoy certain facilities. Every Scheduled Bank must main¬ 
tain with the Reserve Bank a blaance not lees than five per 
cent of its demand and two per cent, of its time liabilities 
(i e payments that the Ban^ has to make only when duo 
notice is given). They are also required to furnish 'weekly re¬ 
turns on a prescribed form to the Central Government and the* 
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Reserve Bank, As regards facilities, the Scheduled Banks 
can rediscount their bills and can get loans and advances- 
against securities from the Reserve Bank. The kinds of 
bills and securities eligible for this purpose are defined by the 
Reserve Bank Act. 

10. Guardian of the Money Market. The most impor> 
tant function of the central bank is its responsibility lor the 
regulation of the money market. The money market consists 
of the various institutions and individuals that borrow 
and lend money. The above-mentioned functions give great 
power to the central bank to perform this vital function. 
The bank regulates the rate of interest and other various types 
of rates prevailing in the money market, and by doing so 
controls the supply of and demand for money in a country. 
The various methods adopted to this end are :— 

(1) Restrictions are placed on the export of gold to pre- ' 
serve the banking reserves. 

(2) Gold exports aro also checked by holding foreign billa 
of exchange (payable in gold). 

(3) It raises or lowers its bank (rate at which the cen¬ 
tral bank discounts bills) and thus influences the flow' of pur« 
chasing power into the hands of the people. 

(4) It sells Government Securities (receiving money in re¬ 
turn) to contract balances of the banks with itself and thus 
reduces purchasing power in circulation ; and conversely buys 
securities in the open market to increase purchasing power in 
circulation when necessary. This is called “Open Market 
Operations* of the bank. 

The working of these policies is a complicated matter 
which we do not propose to elaborate in this elementary 
treatise. 

The Reserve Bank of India controls the credit policies of 
the Scheduled Banks by the manipulation of its bank rate 
and also by purchasing and selling securities as demanded by 
the situation. 

The Reserve Bank of India also buys and sells sterling 
(English money) within certain rates fixed by the Act to keep 
the external value of the rupee stable. External value of the 
rupee is its value in terms of sterling. It is now fixed at Is. (Id. 
sterling per rupee. 
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The Balance Sheet. A balance sheet is a statement 
of the financial position of a bank. Every important bank is 
required to issue such a stabement periodically. The usual 
interval is a week. The balantee sheet usually consists of two 
columns. The column on the left hand side gives the Liabilit¬ 
ies of the Bank, and that on the right its Assets. Liabilities 
are what the bank owes as its obligations. Assets are 
what the bank actually possesses in hand or is owed by 
others. 

Central banks as we have seen, carry on broadly two sets 
of functions. The function of issuing notes and the ordinary 
banking functions. Sometimes these functions are separated 
into two departments—the Issue Department, and the Bank¬ 
ing Department. The accounts of each are kept separately, 
and the balance sheet shows liabilities and assets of each 
department separately. A balance sheet of the Beserve Bank 
of India is given elsewhere in this book. 

SUMMARY. . 

Evolution of Banks. The institution that deals in money and 
credit is called a bank. Modern banks have developed from very 
small roots. The ged-smiths and money changers were the earliest 
bank<=rs. Since then remarkable changes have taken place in the 
nature, form and business of banics. New methods of doing business 
have been discovered. Gradually the banking business has passed 
from individuals to joint stock concerns. 

Kinds of Banks. The principle of specialisation has been ex¬ 
tended to banks as well, nifferent kinds of banks have been started 
which handle special typo of business e.g , Exchange banks, Industrial 
banks, Agricultural banks, Savings banks and Commercial banks. 

Banking Functions. Receiving of deposits and advancing of 
loans arc »be two fundamental functions of a bank. Deposits may be 
either on current or fixed accounts. After keeping a certain cash re¬ 
serve the bank utilises the surplus amount in making loans in three 
wavs (a) on current account (b) on loan account, and (c) by dis¬ 
counting bills. Besides these two functions the bank performs a num¬ 
ber of general utility and agency services for the sake of its custo¬ 
mers. 

Maintenance of Reserves In this lies the secret of sound bank¬ 
ing. If more than what is necessary is kept in the reserve, profits 
will bo curtailed- if less is kept, safety of the bank will be endan¬ 
gered. Hence the banker has to strike a fine balance between the two and 
keep a cash reserve which is just adequate to meet the demands. 

Central Banks. A central bank is an institution which is re¬ 
sponsible for safeguarding the financial stability of a Country^^tt 
control both the credit and currency policy. Almost every imporiM^ 


BANKS AND THEIR FUNCTIONS 


219 


oomitry has dow a central bank. The Reserve Bank of India is a 
•central bank. The important functions of a central bank are (a) 
monopoly note issue (b) to act as banker’s bank, and ^c) serve as the 
banker of the state. Through these functions it is able to become 
the guardian of the money market. 

Balance Sheet. It shows the financial position of a bank. 
Every bank issues such a statement periodically. Both the assets 
•and the liabilities are shown clearly in this statement. 

EXERCISES. 


1. Define a bank. What are its important functions ? 

2. What considerations guide the banker in deciding the 
amount of cash reserve ? 

3. Examine fully the place and purpose of cash reserves in 
the banking system* 

4. What is a Central Bank ? How does it differ from ordinary 

banks ? 

5. Clearly examine the functions of a central bank. Bring 
out their significance. 


CHAPTER XIX 
INTERNATIONAL TRADE 

far we were studying the problems, 
that arise out of exchange of goods and services within the 

same country. Now we shall turn to the problems that relate 
; ° ®^change of goodg and services between persons living, 
in dilferent countries. Home trade arises because there is a 
ivision of labour within the same country; international 
trade arises due to international division of labour. The 
function of all trade is to create time and place utilities 
wnether it is home trade or international trade. Moreover trade 
IS always between persons whether they live in the same country 
or in different countries. In these respects home trade and- 
international trade are similar. But in many respects they 
are different. It is on accovnt of these differences that wv 
nave to study the problems of international trade separately. 


2 . Differences between Home Trade and Foreign Trade. 

The differences between the home and the foreign trade arise 
out of the following factors :— 


1- Within the same country labour and capital are more 
mobile than they are between different countries. People^do 
not move easily out of their motherland even if they can com¬ 
mand higher wages elsewhere. Many factors are responsibla 
for this, e.g. differences of language, traditions (religion and 
customs,) conservatism or mere laziness etc. Capital is more 
mobile than labour, but even here people prefer to invest their 
savings in their own country for various reasons. The result 
of this immobility of capital and labour is that competition 
does not make costs of production of similar goods equal in 
different countries as it tends to do in the same country. This 
gives unequal advantage to different countries in the produc¬ 
tion of different commodities. Thus different countries become 
non-competing groups. 

2. Differences in advantage may also arise due to natural 
causes like geographical and climatic conditions ; these leading- 
to territorial division of labour and localization of industries. 
In this way different countries can specialise in the produobion< 
of different things 
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3. In international trade certain problems arise out of the 
arious restrictions on the movement of goods due to the high 
o ost of transportation or to government policies. These binder 
not only the free movement of labour and capital bub also of 
goods. 

3. Reasons for the existence of International Trade. 

Why do people purchase goods from foreign countries? In 
other words, why does international trade take place at all ? 
The obvious answer is, that it is profitable to the parties con¬ 
cerned, just as exchange takes place between two persons 
living in the same country because it is profitable to the par¬ 
ties concerned. Under what conditions is it profitable' for 
countries to have international trade ? These conditions are :_ 

ia) A country may, due to monopoly, enjoy an absolute 
advantage in the production of a certain commodity. For 
example, India has an absolute advantage in the production of 
jute and South Africa of diamonds. Countries wanting jute 
must import it from India and give in exchange goods wanted 
by India. 

(b) A country may enjoy a relative advantage in the pro¬ 
duction of certain articles. Some goods can be produced in 
every country but some countries can produce them more 
cheaply that others. A country may thus specialise in the 
production of goods which it can produce more cheaply and get 

by exchange other goods which are more expensive to produce 
at home. 

(c) It may, however, pay a country to import goods from 
abroad even if she could produce them more cheaply than the 
foreign country from which s-^ch goods are imported. This is 
due to the fact that the importing country may find it more 
profitable to specialise in the production of some other goods in 
which the degree of advantage over the foreign countr>^ is still 
greater. This is the Theory of Comparative Costs which wo 
shall further explain below. Here the idea may be made clear 
by an ordinary example. Suppose you can cook food better 
than your servant. Still it may be worth your while to employ 
a servant for cooking, if the time and energy thus saved can 
be employed by you to more paying work in which the degree 
of advantage enjoyed by you over your cook is greater tha 
you enjoy in the art of cooking. 
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The Law of Comparative Costs. The Principle or Law 
of Gocnparative Costs may be staked as follows ; pays 
countries to specialise in ,the production of those goods in 
which they possess the greater comparative advantage or the 
least comparative disadvantage**. 


It is important to understand what exactly is meant by the 
terms^ comparative advantage” or “comparative disadvantage”.. 
In this connection we compare not the cost of production of 
a commodity in one country with its cost in the other, bub 
the ratio between the cost of production of the two commodiie? 
concerned in one country with the ratio of their cost of 
production in the other country. 


An example should make it clear. Suppose there are two 
countries, A and B and there are two commodities, wheat and 
cotton. In comparing costs of production for our purposes 
we should nob compare the cost of production of say, cotton in 
A with its cost of production in B, and finding that it costs 
lees bo produce a maund of cotton in A than'in B, conclude that 
A will specialise in the production of cotton. This may nob be 
so, because A may be able to produce wheat still more 
cheaply. What we must compare is the ratio between the 
costs of production of wheat and cotton in A, with a similar 
ratio in B. If the two ratios are different, specialization (and 
hence trade between the countries) will be profitable to both 
the countries, otherwise not. 


Suppose the comparative cost of production of wheat and 
cotton in countries A and B are as given below 

A unit of labour and capital produces, in country A: 10 
maunds of wheat or 15 maunds of cotton :—, in country B : 8 
maunds of wheat or 12 maunds of cotton. 

In this example country A has advantage in the produc¬ 
tion of both wheat and cotton over country B. Bub still U 
will pay them to enter into international trade, because A s 
comparative advantage in wheat is gi’eater than in cotton, as 
is shown by the difference in the cost ratios. 

In A it is 10 : 15 or 1 ; 1^ 

In B it is 6 ; 12 or 1 : 2 
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A thus enjoys a greater degree of advantage in wheat : B 
has a srnalle)' de 4 jree of disadvnntage in cotton. A will specialise 
in wheat and B in cotton and thus international trade will 
become possible and profitable. 

5. The Gain from International Trade. Taking the same 

example as above, we can see how much gain will result from 
international trade under the above conditions. Suppose each 
country had two units of labour and capital* 

If each produces both the commodities for itself the total 
production by two units of labour and capital applied by each 
country will bo :— 

^^A: 10 mds. of wheat-h 15 mds. of cotton. 

B : 6 mds. of wbeat-H2 md s. of cotton . 

Total 16 mds. of wheat4-27 mds. of cotton. 

If A specialises in the production of wheat and B of cotton 
the total production will be :— 

A : 20 maunds of wheat. 

B: 24 maunds of cotton. 

Thus 

Total production with’specialization 

= 20 mds. of wheat + 24 mds. of cotton. 
Total production without specialization 

= 16 mds. of wheats-27 mds. of cotton, 
Difference=4 mds of wheat—3 mds. of cotton. 

Since wheat costs more to produce in both the countries 
4 mds. of wheat are greater in value than 3 mds. of cotton. 

Hence total production is greater when the two countries 
produce under specialization. Thus they will gain from inter¬ 
national trade under the above conditions. 

If on the other hand there is no difference in comparative 
costs, international trade will give no advantage and hence 
will stop sooner or later. 

In the above example, suppose the conditions of costs are 
as follows;— 



224 


BSSENTIAtiS OP BCONOMIOS 


A uniti of labour and capital produces, 

in A 16 mds. of wheat or 20 mds. of cotton, 

in B 6 mds. of wheat or 12 „ „ 

Under the above conditions there is no difiference in com¬ 
parative costs. The cost ratio is the same (1;2) in the two 
xjountries. There will result no gain from specialization and 
hence international trade will not be profitable to the 
parties. 

This can be proved as follows :— 

If there is a specialization and each country prodnoes 
both the commodities with its units of labour and capital, 
total production will be. 

16 mds. of wheat4-32 mds. of cotton. 

If there is specialization, A producing wheat and B pro¬ 
ducing cotton the total production will be 

20 mds. of wheat H-24 mds. of cotton. 

The diHerence in cotal production in the two cases will be 

(20 mds. of wheat-1-24 mds of cotton.) 

—(16 mds. of wheat-1-32 mds of co tton.) 

= (4 mds. of wheat—8 mds. of cotton). 

But as the ratios of costs show in both countries wheat is 
twice as expensive to produce as cotton* Thus : 

4 mds. of wheat =8 mds. of cotton. 


The gain therefore will be nil, if specialization takes place 
in the production of the commodities. 

6. Distribution of Gain from International Trade. In what 
proportion is the gain from international trade shared ? In 
the above example, the gain was shown in terms of two 
commodities. It will be simpler bo explain if the gain is in 
-terms only of one commodity. Let us take different figures. 

A unit of labour and capital produces :— 

in A 10 inds. wheat or 15 mds. cotton. 

B lO mds. wheat or 20 mds. cotton. 

The ratio of costs in A is 1: li 
„ M »» B ,, 2 

International trade will be profitable. Total production 
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"Wifch epecialization = 


Without Specialization = 
■Gain from Specialization = 


20 mds. wheat4-40 mda. cotton. 
(A producing only wheat and B 
only cotton). 

20 mda, wheat-|-35 mda. cotton. 
5 mds. of cotton. 

How will this 5 maunds extra of cotton be distributed ? 
Xhe share going to each of the countries will naturally depend 
upon its relative bargaining power or what is called “the# 
intensity of their reciprocal demands for the goods of eacM 
other. If A is more anxious for cotton than B is for wheat^ 
^eater share of the gain will go to B and vine versa. But the 
shares will be determined within the limits set by com¬ 
parative costs of production of the commodities in the two 
countraes. « 

A will demand more than 15 mds. of cotton for 

10 mds. of hweat. 

In B, 10 mds. of wheat = 20 mds. of cotton. 

(B Will not give more than 20 mds. of cotton for 

10 mds. of wheat. 

The rate of exchange therefore may be :_ 

10 mds. of wheat 
•or 10 mds. of wheat 
or 10 
or 10 

(We ignore fractional quantities) 

bargaining power is strong, the rate of exchan op, 

wi cotton. If B’a 

bargaining strength is greater the rate will be nearer 10 mds 

of wheat —16 mds. of cotton. Suppose the ar^rnar wof 

settled at 10 mds. of wheat = 17 mds. of cotton, then A -ains 

2 mds. of cotton because A could only pr iduce 1 ^ m/To t 

cotton for 10 mds. of wheat at home. B's gafn will be“tds 

of cotton because it. would have cost her 20 mds. of cotton fn 

get 10 mds. of wheat it B had produced wheat at home. 

_ th& above examples we have taken only two eommodit 
les and two countries. The eame principles hold good ^n the 

case of countries of the world, taken all together prodl;,! 

countless number of articles. Only the pro 

cess of exchange becomes more complicated. ^ 


») 
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7. Wky International Trade kas increased in Recent 
Times. Id earlier centuries trade was conducted on a very 
limited scale between countries. Almost every thing was locally 
produced. Only a few luxuries, carrying high value in small 
bulk, were internationally exchanged. During the last few ceni- 
tutries the world’s internatioual trade has increased enormously. 
The main reasons of this development are given below 

(i) Improvements in the means of communication and trans* 
port. Transport facilities have increased during the last 
hundred and fifty years. Hallways and motor services have 
connected the interiors of countries with the ports and the 
use of steam ships has reduced the difficulty and expense of 
transport over the oceans. 

(tV) Discoveries of new routes. The area of the known 
words has extended considerably since the 15th century. At 
the end of the I5th century Vasco De Goma rounded the Gape 
of Good Hope and brought Asia and Europe in closer con¬ 
tact. Oolonibus discovered North America. The Suez Canal 
whicli was opened in 1869 reduced the distance between India 
and England by about 5,000 miles. 

(iii) Mechanical Inventions. The Industrial Revolution in 
England in the 18th century stimulated the development of 
industries and production on a large scale. This necessitated 
wide markets and transportation of materials from and to 
distant lands. Reduction in transport costs in the l9th 
century, due to the application of steam and mechanical devices 
made possible trade between countries situated at long 
distances from each other. 

(iv) The growth of ^noncy economy^ hanking and erediU 
The growth of money economy, and facilities of credit and 
banking, made international trade easy and profitable and thus 
increased its volume. 

(v) The growth of organized markets had also similar con¬ 
sequences in facilitating international exchange of^ goods. 
The standardization of commodities and more scientific methods 
of marketing also extended the area over which goods could be 
bought and sold. 

The advantages of this expansion of trade have not been 
enjoyed in the same degree by all the countries. But this de¬ 
velopment has meant greater prosperity to the world taken as a 

while. 
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“/ International Trade. Various advan- 
taps are claimed for the countries entering into trade 

raiuirn? International trade is the 

rpult of international division of labour. The advantages 

of advantages of division 

of labour on an international scale. 

trade enables a country to consume things 
cannot be produced within its borders, or can be 

produced at a very high cost. England for instance, could not 

have bananas to consume, or could have them only at prohibi¬ 
tive costs, if bananas were not imported. 

.h:s ;.°r 'r “b.~M 

worM*^ trade causes goods to be supplied to the 

world by those countries which can produce th^Tm at tL 

Drodi,!.n“°'”‘’‘“^^^‘''® various factors of 

production are employed to their best capacities and the gain 

IS shared by all the countries. ® 

»ol International trade enables countries to supply them- 

ral::iophL!^^^“"“'^ - otCr 

By making the area of markets large with large 

trfdfi'^n ‘nternational trade reducfs 

pade fluctuations. Prices of goods tend to remain more st^bl! 

9 Disadvantages of International Trade Foreign trade 

tri'c, “ “• “^w"; 

i£. .^‘Tr c 

;?=.jaS= s.r, :s «'„• 

(m) Harmful foreign products may ruin the health 

^•^rthrongh ^um 
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{Hi) One country may gain at the expense of other countries 
due to certain accidental advantages. The Industrial Bevolu* 
tion in Great Britain ruined our Indian handicrafts during the 
19th century and increased pressure on the soil. 

{iv) Over-specialization may be disastrous for a country. A 
substitute may appear and ruin the economic life of millionsi 
e»g*t tea against cofifee: jute of Bengal. 

(t') A country might depend for her food on foreign 
countries, e.p., England. In times of war» there is a serious 
danger of starvation for such countries. 

(7>0 Countries become too inter-dependent. If anything 
goes wrong in one part of the world, it affects the economic 
life of many nations, e,g, the depression of 1929-30 was of a 
world-wide character. 

{vii) Foreign trade leads to war. Capitalist countries com¬ 
pete with each other for markets and sources of raw materials 
and frequently come into clash. Capitalism becomes Imper¬ 
ialism, which leads to conflicts. 

'10. Impediments to International Trade—Protection. 

It is to safeguard against the most outstanding drawbacks and 
dangers of international trade that certain restrictions are 
imposed on it by countries. In the modern world, these res¬ 
trictions have led to a very serious curtailment of international 
trade in recent years. The extreme form of such restrictions 
was the policy of “economic nationalism,*’ or . economic self- 
sufficiency.” adopted by countries like Germany and Italy. This 
meant curtailing as far as possible their dependence on 
foreign countries even at the sacrifice of economic advantage. 
This was done for political reasons. 

A more common policy is that of protection. When, no 
restrictions are placed on imports and exports and exports of 
commodities by a country, it is said to follow the p'^licy of 
free trade. England followed this policy until recently, because 
it suited her. To safeguard their industries from the cheap 
machine-made products <.f England and other countries, econo¬ 
mically back ward nations adopted the policy of protection. 

Protection can take many forms, but the most usual is the 
imposition of high import duties on competing goods of foreign 
origin in order to make them more expensive relatively to 
native products for the home consumer. 
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1. Advantages of Protection. Supporbers of profeeotiop 
nsmly bring the following arguments in favour of this policy:— 

jt) Infant industries argument. Undeveloped industries re- 
quii protection against foreign competition^ just as an infant 
reqjres looking after until he can stand on his own legs. 
Sucl protection is only a temporary measure. As the industry 
devtops, protection becomes unnecessary- In the long run> 
the 'eward to the nation is far more than the sacrifice incurred 
due to higher prices. 

U Dwersification of industries argument. Too much de- 
pendnce on any one type of economic activity {e. g. agricul¬ 
ture) is economically dangerous and culturally undesirable. A 
natioi should have a large variety of sources of wealth- This 
gives economic security as well as cultural variety. In the 
case »f IndiA, pre^^sure on land is so great that industrial 
devehpment is absolutely necessary for economic progress. 

(c)Key industries argument. Some industries are basic 
indusiries for the national economy, e.g.t chemical and 
metalhrgical industries. Others may be essential industries 
from he political point of view, e.g. armament industries. 
Kven it an economic loss it may be worthwhile for a nation 
to devilop such industries by giving them artificial aids. 

id) Protection against dumping. Sometimes producers sell 
goods lelow cost in order to kill their rivals in other countries. 
This iscalled dumping. Protection is also justified in order 
to save the industries from annihilation through dumping. 

i2. Disadvantages of Protection. Believers in free trade 
criticise protection on the following grounds:— 

(») Protection by raising prices -hits the consumers hard, 
many of whom may be quite poor people. 

(u) Once an industry is given protection, it is difficult to take 

it away. Once an infant, always an infant.'* Vested interests 
are created and they try hard not to give up advantages enjoyed. 

Protection diverts capital and labour from more pro¬ 
ductive to lees productive channels, because it gives artificial 
aids to inefficient industries. 

{iv) Protection may lead to retaliation. If we exclude 
goods of other countries from our markets, the other countries 
will do the same with our goods. 
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What is then the beat policy ?' Saoh 
t^noe«^r““^^ .decide according to its needs and oiroims- 
tanoes. Countries which get a start over others in industri.liza- 
tion naturally favour free trade, because they want (heap 

W Zt ““d open markets for their manufactures (e.ff. 

England during the 19th century;. -But countHes the eiono- 
my o which is ope-sided, and which are dangerously depeidenti 
on foreign countries for essential goods, cannot afford to Ulow 
free entry of all goods into their markets. Protection as a 
policy, however, should be applied with discrimination. This 
means that only those industries should be protected whhh are 
essential for national life, or which can ultimately face f)reign 
competition without artificial aids. India accepted a policy 
of discriminatory protection in 1923. following the 'eoom- 
mendations of the Indian Fiscal Commission (1922.^. 


14. Balance of Trade and Balance of Accounts. Whe¬ 
ther international trade is free or restricted, it being a f)rm of 
barter, must affect imports and exports of goods and services 
in the long run to the same degree. No country can restrict 
imports without at, the same time restricting export! in the 
widest sense of the term. Account must balance in tae long 
run. 

But we must distinguish between the ^‘balance of trade” 
and the ^ balance of accounts’*. Imports and exports may be 
either ‘Visible” or ‘‘invisible”. When goods are imported or 
exported they are recorded at the ports in the trade accounts. 
They are called “visible” items of trade. Bxporb and import 
of ‘ services** are not recorded in this way and hence they are 
called “invisible*’ items. Balance of trade refers to the value 
of imports and exports of commodities or “visible” items only, 
while balance of accounts refers to total debts and credits 
whether due fro visible or invisible items. Debts and credits 
must balance over a period though imports and exports, of 
commodities or merchandise need not balance—and they 
seldom do. 

When imports are greater than exports, the balance of 
trade is said to be “unfavourable** to a country, and when the 
opposite is the case, it is “favourable.” A favourable balance 
of trade, however, need not be to the advantage of a country. 
These terms come from the Mercantilist School of the 18th 
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< 5 entuy England, who regarded greater exports than imports 


“favou 


able,** because such balance brought more gold into the 


count ^ What really matters, however, is not the balance of 
trade ut the kinds of goods imported or exported. India nor¬ 
mally maintains a favourable balance of trade, but it is a sign 
of her international indebtedness. Her poverty is indicated 
by thefacb that most of her imports are manufactured goods 
and esiorts are mainly raw materials. She has to import 
foreignservices of capital, skill, administrative ability, shipping 
and tJnking services, etc., for which she has to export goods 
to maU her accounts balance. England, on the other hand, 
is a raich richer country, but her balance of trade is nor¬ 
mally Infavourable. This is because she exports services 
which are paid by greater imports of commodities. Ulti¬ 
mately what a country imports must be paid back in some 
form o 


intern 
our at 


the other ; and conversely what a country exports 
must paid to her in some form or the other. How are 
ional payments made ? This problem now demands 
ention. The machinery of Foreign Exchange aids the 
setblerrent of international obligations. 


when a country has absolute or 
certain commodities. Even if 
cheaply than others it may be 


SUMMARY 

Deferences between Home and Foreign Trade. Differences 
arise ou| of the followins; factors : fa) Ltabour and Capital have more 
mobility; withio the country than outside. As a result different countries 
become non>compoting groups, (b) Differences in advantage due to 
natural factors, fc) The Cost of transportation and government policies 
create certain problems in international trade. 

Reasons for the existence of International Trade. Inter¬ 
national trade is possible and profitablo 
relative advantage in the production of 
a country can produce a thing more 
profitable to import it in case that country has still more advantages 
in the production of o'her commodities. 

Law of Comparative Costs It pays countries to specialize in the 
production of those goods in which they possess greater comparative 
advantage or the least comparative disadvantage. We compare thn 
ratio between the cost of production of two commodities in one 
country with that of another country. 

Gain from International Trade and its Distribution. Total 

production is gr<>ater when two countries produce under specialization. 
H there be no difference in comparative costs, there will be no gain 
from international trade. The distribution of the gain among the countries 
^noerned depends upon the intensity of the reciprocal domands for 
'•he goods of each other, 
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Why International Trade has increased in recent times«. 

volume of mternational trade has enormously increaseddue to 
improvements m transport, discoveries of new routes, meohanioal 
inventions, growth of money economy, and organised markets. 


Advantages of International Trade. It 

consume things which either it cannot produce 
considerable cost. It brings the advantages of 
grade production and extension of markets. 


enables a country to 
or can produce at'. 
specialization, large 


Disadvantages of International Trade. It leads to wars and poli¬ 
tical troubles, special gains to some countries, overspecialization and 
too much inter dependence 


ProtecUon. lo safeguard against the dangers of international 
^de certain r-strictions are imposed on it by different countries- 
1 he most common of these is protection. Heavy duties are levied on 
foreign competing goods. 


.... Advantages of protection. (1) Development of infant industries)^ 
(ii; increase in the variety of occupations (iii) Growth of key in^ 
austries, and (iv) protects against dumping* 

Disadvantages of production. Consumers are hard hit; vested'- 
interests are created; hinders the mobilitv of labour and capital; leads 
to retaliation. 

Best Policy, It depends upon the needs and ciroumstafnoes of 
each country I>eveloped countries favour free trade. Frk>teotion' 
is necessary for undeveloped countries but it should be applied with 
discrimination. 


Balance of Trade and Balance of Account, Balance of trade 
refers to the value of visible exports aud imports, while balance of 
accounts refers to total credit and debits. What is really important 
is not the balance of trade but the kinds of goods imported and- 
exported. 

EXERCISES 

Bring out the! main difference between home and foreign- 
trade. 

4 

2. State and explain the Law of Comparative Costs. 

3. Where lies the gain in International Trade ? 

How is it distributed among different countries? 



4. Discuss the main advantages and disadvantages of inter¬ 
national trade. 

f 

5. Examine the arguments put forward against and in favour- 
of protection. 

6. Explain ‘balance of Iradc’ and ‘balance of accounts'. 


CHAPTER XX 


FOREIGN EXCHANGE 

1. What is Foreign Eschange ? The term ‘‘foreign ex- 
change'* may refer to: 

(a) the rate of exchange, i,e,, the amount of money of a. 
foreign country that a unit of the money of the home country 
will purchase ; 

(h) the machinery by which foreign payments are made; or 

(o) the principles that determine the rate of exchange. 

Here we shall use the term in the third sense. 

If there were no international trade there would be no 
foreign exchange. On the other hand, if there was only 
one common money for the whole world, there would be no 
problem of foreign exchanges. As it is, countries by their 
economic relations create mutual obligations which must be 
met, and the money of the various countries being different^ 
the problem of converting the money of one country into 
the money of another arises in international trade. 

To take a concrete example : Suppose you import books 
worth Rs. 100 from England. Indian rupees are no good to 
the English bookseller. You must make payment in money 
which has purchasing power in England. The English money 
is pound (£) sterling. You must, therefore, convert your Rs. 
100 into pounds sterling for titles to pounds sterling^. You 
can also send gold if you can get it and think it worthwhile 
to^ bear the cost of its transport. Similarly a man in England 
might have purchased wheat from an Indian exporter. He 
must convert his pounds sterling into rupees for titles to 
rupees) or send gold if possible and economical. At an^^ mo¬ 
ment, therefore, in every country there are people who want 
to make payments in foreign countries and there are others 
who have to receive payments from foreign countries. The 
former have imported goods or services and the latter have 
exported goods or services. It is immaterial whether they 
have imported or exported on their own behalf or on some body 
else B behalf. Normally they ai'e middlemen who im¬ 
port or export for others and make profits out of this business.. 
Obviously exporters from India are entitled to receive pay¬ 
ments from importers in England, and importers in India have- 
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tif/ldR iTi 1? u 1- * Indian iinporfcers can bnv 

buy tib L ^o indip^n English importers can 

maLnavmenf=f exporters and 

fU ® ‘ Indian exporters. Thus in every countrv 

ferg^monerfor money ror titles to it) and sellers of 

oreign money (or titles to it). In other words there is de- 

thtrVe *' money and supply of foreign money. It is 

fo.«;/ determines the rate which 

oreign money can be purchased (or native money sold) or 

and ^their "" pn'-nl'a^od;. These buyers and sellers 

nbfnv^ agents are oollechively known as the foreign ex- 
Change raarkefc, *’ 


Jr. ‘f* however, a very simplified statement of the theory, 

in the actual world exporters do not directly deal with each 
other, ihe banks fexchange banks or other banks who also 
deal in exchange; serve as middlemen. Importers buy titles 
to foreign money from banks and exporters sell titles to 
foreign money to hanks. The banks make a profit by acting 
as intermediaries between the two. 

2 . Title to Foreign Money. We have vet to explain the 
nature of what we have called ''titles to foreign money.” 
These may take the form of (i) Bills of Rxohange, (ii) Bankers’ 
Drafts, or (iii) Telegraphic Transfers. We have already ex¬ 
plained what is a bill of exchange and we have also noted 
there its advantages in financing foreign trade. An Indian 
exporter draws a bill of exchange against the Bnglish importer 
of his goods in terms of pounds sterling. This bill he sells to 
a bank or technically gets it discounted. He is paid the pre¬ 
sent value of the bill in rupees. Animoorter of English goods 
in India hays such a bill by paying rupees and sends it to his 
exporters in England who gets it discounted from a bank or 
receives payment from the English importer on tbe maturity 
of the bill in terms of pounds sterling. 

Drafts as we have already seen, are orders from one bank 
to its branch, or another bank with which the former may 
have account, to pay tbe bearer on demand specified sum of 
money. In short a draft is a cheque drawn by one bank on 
another in favour of a third person. You can send money to 
England by purchasing a draft payable in English money* 
This draft is sent by post to the person whom the payment 
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IB to be made and the latter realisea the money by presenting it 
to the bank on whom the draft is drawn. 

A telegraphic transfer is an order by telegram to a bank 
to pay a specified sum of money to the specified person. It 
may be called a draft sent by wire. By this method pay¬ 
ments are made immediately. Telegraphic Transfer (T.T.) rates 
are, therefore, more unfavourable to the buyer tban rates 
charged for ordinary drafts. 

3. Rate of Exchange. Determination of the rate of ex¬ 
change requires more explanation. We have seen that it is 
the supply of and demand for foreign money that determines 
the rate of exchange ; just as the market price of commodities 
is determined by the forces of supply and demand. We have 
also seen how the demand for and supply of foreign money 
(or conversely supply of and demand for home money) arises. 
When the supply is equal to demand the exchange is said to 
be at par. If supply of foreign money is more than demand 
the value of foreign money falls below or of (home money rises 
above) the par. And conversely if the demand for foreign 
money is more tban supply the value of foreign money rises 
above (or of borne money falls below) the par. 

4. Under Gold Standard. When the two countries oon- 
oerned are on gold standard their currency units are either 
gold coins or are convertible into gold at fixed rates. More¬ 
over gold freely moves between the countries. The par of 
exchange between such countries is called the * mint par of 
exchange*’. This is arrived at by equating the amount of 
gold contained in the currency units (or given in exchange for 
them by currency authorities respectively) of the two countries. 

For instance, before the last war England and France were 
both on gold standard. Their mint par of exchange could be 
calculated as follows :— 

One English Sovereign 

One French Napoleon 20 
Francs 

Therefore one eovereign- 

=26*2216 francs. 


=7.98805 grammes of gold 11/12 fine. 
=7*32238 grammes of pure gold. 
=6*45161 grammes of gold 9'10 fine. 
=6’80645 grammes of gure gold. 

7 32238X20 

=-francs* 

6*80645 
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Thas tbe maint par between London and Paris was 25*2215 
francs to the £. If the exchange is at par under these condi¬ 
tions a French Importer would get one £ in London by paying: 
25*2215 francs in Paris to meet bis obligations. An Fnglish 
importer would get 25*2215 francs in Pans by paying one £ in 
London. 

5- Specie Point. Now suppose tbe French people'baye- 
to make more payments to tbe Fngl sb people than the lafctet 
have to make to the former. The demand for Fnglish money 
in France will be greater than its supply. Tbe value of tbe 
£ will rise in terms of the franc. Thte French importer will 
have to pay more than 25 2215 francs in order to get one £ in 
London. But how much more will he be willing to pay ? 
We have al'*eady said that an importer will send gold if he can 
get it and thinks it cheaper to send it. Gald standard coun¬ 
tries always provide gold in exchange for their money and 
allow it to leave the country. But gold involves cost of 
transport fshjpping, insurance, interest, cba»*geB, etc.) when it 
has bo be sent. The importer in France will, therefore, only 
send gold if the exchange is higher than the par to the extent 
of more than the cost of transporting g'^ld from Paris to 
London, Suppose the cost of transport of 25 2215 francs from 
Paris to London is *3 francs. Then it will be worth '*^hile 
sending g Id if the exchange rises above 25 5215 francs 
to the £. If the exchange actually rises above this point gold 
will begin to move from France to Fngland. This point 
is thus called gold export point from the point of view of 
France and gold import point from that of England. This 
point is obtained by nddiyto the cost of transport to the unit 
par of exchange. It is also called the upper gold point or the 
upper specie point. 

In the s^'me way there is a lower specie point, or gold 
import point for France and gold export point for England. This 
is obtained by deductint/ the cost of transport from tbe mint 
par. In the above example it will be 24*9215 francs to the 
If the exchange falls below this point English importers will 
send gold rather than purchase titles to francs. 

Thus if gold is available and is allowed to move freely be¬ 
tween two countries (gold standard) the rate of exchange will 
move between the two limits set by the upper and lower 
gold points, also called “specie points”. The following diagram 
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iIluBtrfttes th 686 two limits within which the fluctuations will bo 
determined by the supply of and demand for foreign meoey, 
e.e. bills, drafts ; T.T.s, etc. 


The above 
is a case where 
both the Qoun* 
tries concerned 
are on g dd 

standard. If one is on gold standard and the other on silver 
standard, or on an inconvertible paper, the par of erchange 
will be determined by the price of gold in terms of silver or 
paper money in the country on silver or paper standard, res¬ 
pectively. 

6. Purchasing Power Parity. But the most difficult case 
IS that of countries both on inconvertible paper. Suppose 
England and France were both on paper currency inconverti¬ 
ble into metal. Then how many francs would have to bo paid 
to get a £ ? Obviously as many as would have the same pur¬ 
chasing power in France as a £ has in England. If me £ in 
England purchases a collection of (X) commodities that enter 
into international trade, then a £ will purchase as many francs 
in Fiance as will buy the same collection of x commodities in 
France allowing, however for the cost of transporting x com¬ 
modities from one country to the other. 

Let us suppose in England a £ purchases x commodities. 

In France x commodities cost 25 francs. Then the rate of 
exchange will tend to be — 

£ = 25 francs. 

Now suppose the price levels in the two countries reinaia 
the same but somehow' exchange moves to 

£ = 30 francs. 



This means that the purchasing power of the £ in France 
18 more i c 30 francs. It will pay people to convert into 
francs at this rate, purchase x commodities in France for 25 
francs and sell them in England for one £ again, making a pro- 
tit of 5 francs per pound worth of transaction. This will create 
a large demand for francs in England while supply of francs 
luj England will be loss because very few pe >pl 0 would 
export commodities from England to France. The value of 



238 


ESSBNTIAIiS OP ECONOMICS 


fcho franc in terms of the £ will move up until it will reach £ 
—25 francs. At that point imports from Prance will not give 
any abnormal profits. This £=25 francs is called the Purchasing' 
Power Parity between the two countries. According to the 
Purchasing Power Parity theory, the rate of exchange in 
the long run tends to rest at the point which expresses the 
eguality between the respective purchasing powers of the* 
two currencies**—(Thomas). 

In the above example if prices in Prance got doubled, the 
value of the franc will be exactly halved. The new parity will 
be £ = 50 francs. This is because now 50 francs will buy x 
commodities in Prance which 25 francs did before. We 
suppose that prices in England remain as before. But if 
prices in both countries get doubled there will be no change 
in the parity. 

Thus:— 

2£=50ifranc8. 

£=25 francs. 


In actual practice, however, the parity will be modified by 
the cost of transporting goods (including duties, etc.) from one 
country to another. 


Thus, between countries on inconvertible paper the place of 

the mint par is 
taken by th^ pur¬ 
chasing power 
parity. The dif- 
erence is that 
the former! is a 
fixed par while 
the latter moves 
with movements 

of the price levels in the two countries concerned. Oay to day 

fluctuatiouH around this par will take place as before 

the supply of and demand for the currency m question, ine 

limits to these fluctuations will be set by the cost 

ing goods from one country to another. Hence these limits 

will not be as definite as were the specie points. The above 

diagram illustrates these points. 
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SUMMARY 

Used different servioea. It stands for 
the principles that determine the rate of exchange. The uses for 
international payments arises due to exports and imports • 
and as the money of the various countries is diflercnt their 
arise the problem of converting tbo money of one country into 
that of another. Exports are entitled to receive payments from 
other countries while importers have to make payments to other 
countries. In every country there are buyers of foreign money or titles 
to it and sellers of it. Banks act as middlemen between the two. 

Titles to foreign money take the form of bill of exchange, banker's 
draftB and telegraphic transferSa 


Rates of Exchange. Like the market price of commodities the 
rate of exchange is also determined by the supply and demand for 

foreign money. Fluctuations in them bring about changes in the ratL 
OX exchange, ^ 

Under Goods Standard. In case of gold Standard 
the par of exchange ia called mint par of exchange. This foind 
by equating the amount of gold contained in the currency uni s of the 
two countries. The actual rate of exchange fluctuates from time to time 
but ns fluctuations are limited within upper and lower specie po “tV. 

to tnothe°/““ ® oountty 

Purchasing Power Parity. In case of those countries which ue* 

inoonvertiblo paper currency standard, the rate of exchange is detor 

mined by the relative purchasing power of the ourrennv in o 

country. The place of mint par is taken bv the nurrha^i,!'' 

parity. The parity moves with the changes ^in tL^ price hsveu"'^®'^ 
the two countries concerned, ^ levels m 



EXERCISES 

What do you mean by ‘Foreign Exchange’ 
national ‘payments' are made? 


How inter- 


How is the rate of exchange determined 
limits to the fluctuations in the rates of 

Explain the following : mint par. specie 
ebasiDg power parity. 


? Are there 
exchftnge f 

points and 


any 


pur- 



CHAPTER XXI 
DISTRIBUTION OF WEALTH 

1. Introduction. By ‘"Distribution** here we do not mean 
the distributive activities of traders and middlemen by means 
of which goods pass from the factory to wholesale and retail 
markets and then to the consumers. These activities are 
covered under production. The process of production, we have 
seen, does not end until che commodity is in the hands of the 
final consumers. By “Distribution** is meant the sharing of 
the “National Income** or the **National Dividend** among the 
various factors of production who contribute towards the 
creation of this dividend. 

In a primitive society the productive process is so simple 
that all the factors are supplied by one and the same indivi¬ 
dual, and therefore, the question of distribution does not 
arise or at any rate, it does not require any serious thought. 
But as production becomes complex and the various agents 
become specialised, they have to be drawn from different sources 
and must be paid their due remuneration. We may sum up by 


cr' 

^.o 

tr- 

o* O 

■ 

CT- 


National Dividend 


Rent Wages Interest Profit 

saying that the efforts of the four factors are pooled 
together and result in the production of a certain income 
out of whicli thev receive their rewards. Their respective shares 
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lowing, as if now» in the form of four streams out of a huge 
reservoir as is apparent from the diagram on previous page. 

We have seen in a previous chapter, how the four factors, 
land, labour, capital and enterprise, co-operate in production. 
Working during a particular period of time, which is usually 
taken as a year, they produce a sum total of commodities and 
services, which is over and above the material etc., they use up 
in this process. This is the National Income or National 
Dividend. It is out of this that the factors of production 
derive their reward or payment for the services they render for 
production. The payment is distributed in the form of money 
in return for the services rendered. Prom one point of view, 
therefore, this payment is the price of the services rendered by 
the factors of production. 

As the Department of Exchange explains the principles 
according to which prices of commodities are determined, the 
Department of Distribution explains similar principles accord¬ 
ing to which the prices of the services of the factors of pro¬ 
duction are settled. Here again, therefore, we are face to face 
with the Central Problem of Boonomics, the determination of 
value. The same theory of supply and demand applies here, 
hut because it requires certain important modihcations, we 
have to consider the problem of value as it appears in the case 
of services under a separate department. In this chapter, we 
have to explain and solve a number of problems that arise in 
connection with distribution. In the first place, we must get 
a clear idea of what actually is distributed and in what form. 
Secondly, we must find out the agencies through whom distri¬ 
bution takes place. Thirdly, we have to expound the general 
principles according to which the share of each factor is 
settled. 

2. The National Income or National Dividend. Land, 
labour, capital and enterprise in co-operation with one another 
bring about the production of various commodities and services 
during a given period of time (say, a year^. This is the total 
wealth produced by the community or its gross income. Out 
of this has to be allowed a portion called the “replacement 
fund, to keep the capital and other materials used up in pro¬ 
duction intact. For instance, if at the beginning of the year a 
machine of the value of Rs. 10,000 is employed and it is esti¬ 
mated to last 10 years, then at the end of the year its depre- 
‘Ciation will be Rs. 1,000. This must be deducted from its total 
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product in order to arrive at its net product. Similarly 
allowance will have to be made for the using up of circulating 
capital in the form of various.raw materials, and for the exhaus¬ 
tion of the soil, etc. What remains ard the **net income** o£ 
the community or its “national dividend**. This is distributed 
among the various factors of production of their owners. The 
owners of land get a return for the services of land in 
the form of rent, the capitalists get interest on their capital, the 
labourers wages for their labour, and the entrepreneurs obtain 
profits for their pains. 

It should be noted that the dividend thus produced is not first 
produced and then at the end of the year distributed. Pur¬ 
chasing power is being distributed during the process of 
production and as commodities and services flow out of the 
productive system they are constantly being purchased by the 
holders of this purchasing power in the market. The national 
dividend is not a fund, it is a flow. It is constantly being 
produced and consumed. At the end of the year there m«fcy 
be nothing in the way of the surplus to show. Capital may 
have been kept intact and the rest may have all been con¬ 
sumed. The dividend in that case would be represented by all 
the utility enjoyed by the community during the year. 

It should also be remembered that this division does not 
take place among individuals as individuals, but as factors of 
production. The same individual may represent all the four 
factors of production. Tor instance, a Punjab peasant may 
receive rent as owner of land, wages as labourer and profit 
as enterpriser. Even when the four factors are supplied by 
the same person, it is not diflicult bo determine their re¬ 
ward separately, although their shares are not so evident. 
The simplest method of working out these shares in such a 
case is to find out what rent the peasant would have re¬ 
ceived if be had let his land out on rent, and what wages 
he would have had to pay if he had hired a labourer instead 
of working himself and so on. 

3. The Agency of Distribution, We have seen that the 
share of each of the factors of production is in a 
way its price. Who is the buyer and who is the seller? 
We" have also seen in previous chapter that the agent who 
brings together the other three factc-rs of production is the 
oiitrepreneur, who may be one individual or a collection of 
organised individuals. He plans, initiates and bears ris^of 
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the prodnotive enterpriee, whether it be a farm, a * faotory or 
a sHop. -He ‘undertakes these enterprises, because be hopes to 
make profit. His profits depend upon the relation between two 
quantities: cost of production and prices. Entrepreneurs tend 
to move towards enterprises in which the difference between 
these two quantities is expected to be high. They have to 
forecast movements of prices and have to estimate the costs 
of production of commodities they intend to produce. When 
they expect to make profits in a particular line they start 
new or expand old enterprises. This creates demand for 
the various factors of production. The entrepreneurs ai;e, 
therefore, the buyers of the services of the factors of pro¬ 
duction and the owners of these factors are the sellers. 
Prices of the factors are settled according to the principle 
of supply and demand (with necessary modification) and it is 
in this way that the people as owners of these factors get 
purchasing powers which enable them to purchase the goods 
produced by all. The central problems of distribution, 
therefore, is to explain how the prices (or rewards) of the 
factors of production are settled through the operation of 
the law of supply and demand. 

4. What Determines the Share of each Factor? Produc¬ 
tion in modern societies is a collective process. On account 
of the minutest division of labour and specialization, produc¬ 
tion is the result of a co operative effort of a very large number 
of individuals. Some contribute direct services, others lend 
their property. When the product has been produced, ifc is 
impossible to separate the contributions made by each o: the 
agents of production. On what principle then does distribu¬ 
tion take place ? 

In modern capitalistic societies, it .is the employer or entre¬ 
preneur who distributes purchasing power among the owners of 
land, labour and capital. Let us ignore for the present the re¬ 
ward of the entrepreneur himself and pa^s on Co discuss the 
considerations which guide him in making these payments ? 

We have seen in a previous chapter how the consumer with 
limited resnurces tries to make the best of them. He aims at 
maximizing his total xitility and we have seen that this he 
achieves by equalising th« marginal utility that he derives from 
the various commodities he consumes. The entrepreneur also 
wants to make the most of his limited resources. His aim 
— llQS6V0r>_ig not T«0 
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His aitn is to produce maximum amounts at the lowest cost. 
In other words, he wants to make the differenoe between his 
total expenditure (cost) and total revenue (sale proceeds of pro¬ 
duction) as large as possible. He thus thinks not in terms of 
utility: but of productivity. He wants to make ''productivity'* 
maximum. He also applies the same method as the consumer 
does. He acts under the Law of Equi-marginal Beturn or the 
Liiw of Substitution. He tries to distribute his resources (mo¬ 
ney available for production) in such a way that the produc¬ 
tivity of the last unit of money spent under various beads of 
expenditure is equalised. In other words, he tries to make the 
marginal productivity of each of the factors of production hired 
by him equal in order Co make total productivity maximum. 
It is not the marginal utility (given the supply) of an individual 
consumer that determines price, but the marginal utility of 
the consumers in the aggregate. Similarly, the price of a factor 
of production is not determined (given the supply^ by the 
inar^nal productivity of it to any individual producer but to 
the producers in the aggregate. Just as in the case of a com¬ 
modity as the supply increases marginal utility falls, similar¬ 
ly in the factors of production as the supply of a particular 
factor increases its marginal productivity falls. As far as the 
side of demand goes, therefore, there is a little difference bet¬ 
ween the determination of price in the case of commodities 
and that in the case of services of factors of production. We 
have to substitute marginal productivity in place of marginal 
utility and the rest is the Fame. 

5. Marginal Productivity. It is necessary to understand 
clearly what we mean by marginal productivity. By marginal 
productivity of a factor of production we mean the addition 
made to the total production by the employment of the mar¬ 
ginal unit i.e.t the unit which just pays the entrepreneur to 
employ. He is in doubt whether it is worthwhile employing 
one unit more or not. If he decides in favour of employing 
such a unit, it is the mai'ginal unit. The cost of its ernploy- 
niont is just balanced by the sale proceeds of the additions 
made by it in the total production. Suppose, for instance, a 
farmer is just in doubt whether it will be worthwhile engaging 
an additional labourer or not. He estimates that if he engages 
another labourer his total production will increase by five 
maunds of wheat. If the price of wheat in the market is ex¬ 
pected to be Hs. 9 per maund, the addition made to his revenue 
will he Rs, 4^5. If the additional labourer is going to cogtjiim. 
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just Be. 45 or slightly less, he will employ him. This labourer 
will, therefore, be bis marginal laborer and the marginal 
productivity of labour for this farmer will be measured by Bs. 
45. The wage he pays to the marginal labourer is Bs. 45» 
He is only one employer of labour among a large number. He 
increases his employment of labour up to a point at which 
the marginal productivity of labour to him is equal to wages 
that he pays. Wages for him arc already given by the oondi* 
tions of the market, just as price for the individual consumer 
is given by the conditions of the market, and tbe consumer 
merely carries on hie purchases of the commodity up to 
the point which makes his marginal ntility equal te the price 
paid for the final unit consumed or purchased. As the price 
rises, less is consumed, and as it falls more is consumed 
of the commodity. Similarly as the wages rise less num> 
her of workers is employed, and as the wages fail more 
employed, other things always remaining the same. 

Thus on the demand side the determination of J;he price 
or value of the factors of production is based on more or 
less similar considerations as those applying to and other 
commodity. The only difference being that marginal pro* 
ductivity takes the place of marginal utility. 

The Law of Supply also applies to the factors of 
production. As supply increases marginal productivity falls, 
and as supply falls marginal productivity increases. Falling of 
marginal produce means that the factor {Qs.y, labour) will 
now be employed to those uses also for which its marginal 
productivity is low. Its marginal use will determine what 
wages should be paid to the worker. And because there can 
be onlv one wage in a perfect market for the same standard of 
labour (excluding contracts entered for long periods^ the wage 
paid to the marginal labourer will determine the wages paid to 
all the labourers of that grade. It should be noted that we 
always assume that the units of each factor of production 
are perfect substitutes for one another. So far as they are 
not, they will get different rewards. 

We took for the above example labour as the factor of pro¬ 
duction under consideration. The same principle apply to all 
the factors of production. From the point of view of the 
employer he only employs a unit of a factor of production 
if its marginal productivity is at least equal to the reward paid ^ 
to it. Moreover, by employing a little less of one factor and a 
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little more of another he goes on changing the proportions of 
th^.various factors employed by him until the marginal pro¬ 
ductivity of each of the factors for him is. the same. A given 
supply of a factor is employed in this way by all the en¬ 
trepreneurs and the reward per unit of each factor is equal 
to its marginal productivity to the employers taken as a -wholei 
provided each.unit is a perfect Substitute for any other.. 

• ^ * 

This is the case when the supply is given. So far there is 
no difference between the theory of value as applied to commo¬ 
dities and as applied to factors of production. 

We must, however, take careful note of some fundamental 
differences which exist on the supply side between the factors 
of production and other commodities. We cannot speak of 
the marginal cost of production in the case of factors of pro¬ 
duction in the same sense as we can in the case of other 
commodities. Land, for instance, is a gift of nature. Its total 
supply is fixed, once the whole of it has been brought under 
use. The question of cost of production therefore does not arise* 
Capital can be increased, bub its supply price does not depend 
on its marginal cost of production in the same sense as 
doen that of other commodities. As for labour what can be 
the marginal cost of production of human being ? 
It is necessary, therefore, to study these factors separ¬ 
ately and find out how their remuneration is effected by the 
differences in the condition of their supply. 

SUMMARY 

Introduction. Distribution refers to the sharing of the national 
dividend among the factors which contribute towards the creation of 
that dividend. A number of factors of production join hands in pro¬ 
ducing wealth. Whatever is produced is distributed among them* 

National Income, As a result of the oo-operation of tho factors 
of production a certain aggregate of wealth is produced in a year. A 
position of it is kept aside as replacement fund. What remains is called 
national dividend. This is then distributed. National dividend is not 
a fund, it is a flow. 

Agency of Distribution. Entrepreneurs plan the production 
and bear the risk of tho productive enterprise. They are, therefore, the 
buyers of the factors of production. The owners of these factors are 
tho sellers. The prices of these factors are settled according to 
supply and demand. 
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What determines the share .of eac|i factor ? The share of 
each factor is determined by its marginal productivity. By marginal 
productivity is meant the addition made to the to'al production by 
the employment of the marginal unit. ’ As supply increases, marginal 
productivity falls, and as supply falls marginal productivity increases, 
The marginal use of a factor determines what share will it get. 

i Although there is a great similarity between the determination 
ol price of commodities and the share of factors of production, 
there are certain fundamental differences on the supply side of factors 
of production which justify a separate treatment of the' problem. 

♦ 

EXERCISES 

4 

a 

1. Define national dividend. What is meant by saving that it 
is a flow and not a fund ? 

2. How is the share of each factor of production determined ? 

' 3. Do you find any difference between the determination of 

the prices of a commodity' and that of a factor of 
production ? 

4. What is marginal productivity ? How is . it calculated ? 
What is its importance ? 


CHAPTER XXII 
RENT OP liAND 

1. Nature of Rent. In the ordinary speech the term rent 
18 used m a wide senee to mean a hire, e.g,y rent of a house, of 
a tonga or a machine. In Economics rent, or economic rent^ 
as it IS called, is used in a special sense. It is the payment 
fortne use of 4 |land (free gifts of nature) which has been brought 
uiidei ownership. The usual payment that an agriculturist 
tenant makes to the landlord is not necessarily equal to thia 
economic rent. A part of this payment may consist of interest 

invested in the land by the owner in the form 
of buildings, fences, drainage arrangements, etc. Sometimes 
this rent may include wages of the agriculturist. This is the 
case in the Punjab. Land is very scarce relatively to the 
demand for it by the agriculturists, who have no other openings 
for earning a living. In order to secure land, they are willing 
to pay more than the economic rent of land. The economic 
rent of land, in fact, is represented by the true surplus left 
after all the expenses of cultivation, including wages of the 
worker, have been met. How does this surplus arise? 

If land was in such abundance that any one could get and 
cultivate as much as he liked, no one would pay any rent and 
no one would think it worthwhile to own land as such. In 
India, in the 17bh century land could be got practically 
for the asking. It had no value and no rent. As population 
increased, however, all the land was brought under use and 
land became a scarce good. It was brought under ownership. 
New people who wanted land to cultivate had to pay rent. 
How much rent could the owner charge ? Obviously, as 
much of the produce (or its value.) as was due to the factor of 
land as such. In other words, after meeting the cost of produo* 
tion as represented by payments to labour, capital and 
enterprise whatever was left belonged to the owner of land; 
Bent, therefore, is a surplus over cost of production. 

2. How Does Rent Arise ? An example will show how 
this surplus arises. Suppose in a country there me four kinds 
of land A, B, C and D. Some pieces of land are more fertile 
than others ; some areas are more advantageously situated as 
regards centres of population and means of transport, etc. 
But taking all the factors into consideration, let us supposo 
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that we have four categories of land as given above. Land 
A is the most superior and land B, 0 and D are 2nd, 3rd and 
4th grade lands, respectively. 

Suppose a standard unit of labour and capital is called a 
'"dose’* of labour and capital. If we apply dose after dose of 
labour and capital to the four classes of land, let us suppose 
the produce per acre in wheat is as given below : — 


Doses of labour and 
capital 

Returns In maunds of wheat 
per acre. 



1 

1 

A 

B 

C 

D 

1st 

... i 

16 

14 

1 

13 

12 

Snd 

1 

• • • ^ 

1 

1 

14 

1 

13 

12 

1 

11 

3rd 

• • • 

13 

12 

11 

10 

4th 

• • • 

12 

1 

11 

10 

9 

6th 

• • a 

1 

11 

10 

9 

1 

8 

6th 

a •• 

10 

1 

4 

1 9 

1 

1 

8 

7 

# 


If there is enough land of A class, so that by putting one 
dose of labour and capital per acre into this land the whole of 
the demand for wheat can be met at the prevailing price of 
wheat, the land will command no rent. It will be like a free 
gift of nature. It will be used in such quantities as make 
its marginal productivity equal to zero. 

Now suppose the population increases to such an extent 
that the whole of the A class land is brought under cultiva¬ 
tion and still wheat obtained by putting one unit of labour and 
capital into this land is not enough to meet the growing 
demand. More labour and capital will be put into lands of 
class A, and lands of class B also will be brought under culti* 
vation. This will only happen when the price of wheat will 
rise BO much as to make it worthwhile putting the second dose 
of labour and capital into land A or first dose of labour 
and capital into land B. In other words, on onr chart above 
14 maunds of wheat must sell for as ranch as is the cost of a 
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dose of labour and capital. On land of class A, tbcrefore, two 
doses of labour and capital will give a return of 15+14=29 
maunds of wheat. But only 14X2=28 maunds of-wheat are 
enough to pay for the doses. One maund of wheat is the 
surplus on land A. Cultivators of land can either cultivate B 
class lands free and get 14 maunds of wheat per dose of labour 
and capital per acre or they can pay one maund of wheat per 
acre to the owners of land A as rent and obtain 14 maunds 
per dose of labour and capital as produpe. 

As the demand for wheat grows and price rises* more and 
more doses of labour and capital will be applied first to superior 
lands and then one after the other inferior lands will also come 
under cultivation as the law of diminishing return reduces the 
marginal productivity of superior lands. But the available 
doses of labour and capital will be applied in such a way as to 
make marginal productivity in the case of each land under 
cultivation equal. This will give maximum total production. 
For instance, if there are 14 doses available, 5 will be applied 
to land A, 4 to laud B, 3 to land C and 2 to land D. In this 
way the marginal or last dose applied in each case will give 
'qual returns, 11 maunds of wheat. The total production will 
be 654*50 1-364-13 = 164 maunds of wheat. No other arrange¬ 
ment will give more than this total. These doses will be 
applied, only if the price of wheat is such ^^as to make only 
11 maunds of wheat enough to meet the cost of application 
of a dose of labour and capital. 

Under such * circumstances rent per acre of the various 
kinds of land will he: — 

Bent of A=(l5-h 144-134-124-11)—(11X6) 

=(total produce)—(total cost) 

=65 — 55 = 10 maunds. 

Rent of B = 50 —44 - 6 
„ .. 33- 3 

.. .. D-23 -22= 1 

Thus rent of a particulair land is obtained by subtracting 
from its total produce a figure obtained by multiplying its mar¬ 
ginal produce by the number of ‘doses* applied. 

When the marginal produce is 11 maunds all the four types 
of lands in our illustration pay rent. When it is 12 maunds, 
land D pays no rent. It is then the marginal land or land on 
the margin of cultivation. It produces no surplus over costs. 
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No Rent Land, The land which yields jusfc enough to cover 
the cost of production leaving no surplus for the payment of 
rent is known as the no-rent laud* • This is the most inferior 
land under cultivation and we call it the marginal land. Be¬ 
cause at the prevailing price of the • agricultural produce it is 
just worthwhile to cultivate it. The rents of all superior lands 
are measured upwards from and with reference to this land. 

3. Scarcity Rent. Marginal land is the land which pays 
no rent. But it is possible that the marginal land may not exist. 
All lands may pay rent. As will be the case in our illustration, 
when marginal productivity of labour and capital falls below 
12 maunds of wheat. Then the worst land (D) also begins to 
pay rent. This is due to the scarcity of land. If there was still 
worst land available that would bo the marginal land. As it 
is, the rent paid by the worst land is scarcity rent. Superior 
lands pay a scarcity rent equal to that paid by tbe worst land 
and over and above they pay what may be called their ‘differen¬ 
tial* rent. This is due to their superior position compared 
with the worst land. For instance, in our illustration, if 
•cultivation is carried to a point when land D pays 2 maunds 
of wheat as rent, the superior lands* rent will be of two kinds : 
(i) scarcity rent of 2 maunds ; (^V) differential rent over and 
above it, e,ff. A will pay a total rent of 16 maunds of which 
2 will be scarcity rent and 13 differential rent. 

4. Ricardian Theory of Rent. The theory of rent is 
associated with the name of the well-known economist Bicardo 
according to whom rent is a differential gain which 
accrues to a particular land because of its superiority as 
compared to other lands in respect of situation or fertility or 
both, qualities which cannot be varied at human will. Hi- 
cardo refers to these qualities as being original and indeairuc- 
tible. He defines (economic) rent as the “price paid for the 
use of the original and indestructible powers of the soil”. 
This theory is even to-day the basis for all ideas regarding 
tbe determination of rent. At the same time it is open to 
serious objection. In the first place, the qualities of land 
are not indestructible because every crop taken away leaves the 
land poorer. In the second place these qualities are not 
always original, in fact very often they are the result of human 
effort, e.g.t lands may become accessible as a result 
of the development in the means of transport. Furthermore 
in explaining his theory of rent Hicardo assumed that 
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most fertile lands are cultivated first and less fertile lands- 

come under the plough later on. This order of cultivation ife 

also criticized. Carey, an American economist and Bestial a 

French economist, point out that this assumption has no 

historical backing. In America, says Oarey, less fertile lands 

were cultivated long before more fertile lands, which 

were covered with shrubs, bushes and thick forests, were 

made available. It is further agreed that Bicardian theory 

operates under certain limitations. It assumes that there 

IS a perfect competition for land, also that there is a free 

market for it. These assumptions, it is pointed out, are 

not always true. In India, for example, neither of them 
holds true. 

^*f^®**®** Rent. So far we have been concerned with 
agricultural land. The same principles apply to land used 
for other purposes. Take the case of land used as sites for 
buildings. Hero difference in quality will arise due to the 
factor of situation. Some lands are more favourably situat¬ 
ed from the point of view of building residential houses 
or shops than others. The land on the margin of building 
will be that which only gives returns for the capital etc. 
invested over it. Better situated lands will give a surplus 
over and above this investment which will be in the na¬ 
ture of rent. If the worst situated land also gives a surplus 
it will be scarcity rent. 

of Mine^ and Fisheries. Same principles can be ex¬ 
tended to mines and fisheries. There may be a marginal 
mine and a marginal dose of labour and capital used on 
mining. Thus surpluses will arise which will be in the 
nature of rent. A part of the earnings of mine owners, 
however, are due to the fact that mines get exhausted as 
the substance is taken out. The same is true of fisheries^ 
in fact of any other factor of production whose quantity 
is limited and quality differential. 

6. Rent and Price, Note carefully the relation between 
price and rent. The rewards of the other factors of production 
form a part of the costs of production of the commodity 
supplied. The rent of land does not. We have seen that the 
rent is surplus over cost. The price is determined by the 
cost of production, the rent therefore, does not enter into 
price. The marginal dose of labour and capital/ we have 
seen, just pays for itself. The price is equal to the cost of 
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production at the margin of cultivation. The marginal land 
pays no rent and the marginal dose even when applied to 
superior land, produces no surplus. In fact the position of 
the margin fi.e., how many doses of capital and labour shall 
l>o applied to a particular land) is determined by price and 
not the price by the position of the margin. Rent is thus 
not a part of price. Bent is the result of price movements 

^nd not their cause. As the price rises rent rises, as the price 

tails rent falls. 


Similarly as regards building sites. The Mall shopkeepers 
pay higher rents, because they are able to charge higher 
prices from those who prefer to purchase on the Mall, 
They do not (and cannot) charge high prices because 
•they pay high rents. Prices are settled by the conditions 
of demand and supply. Shopkeepers are then able to pay 

higher rents in certain prominent localities, where thev 
can charge higher price. 


Element of Rent in Profits, Wages and Interest The 

Idea of rent has a special application to land because the 
supply of land cannot be increased after a point. But the 

theory can have a wider application to any factor of produc- 

tion the supply of which cannot be increased for political 
purposes. No doubt the supply of labour, capital and enter- 
t»iso can bo increased if sufficient time is given. But from 
^e short period point of view the supply of these factors may 
be practically fixed Moreover, in them also, there may be 
marginal factors like marginal labourer, marginal equipment 
and marginal entrepreneur. The reward of the marginal 
factor in the long run must cover its “cost of production’' the 
nature of which will be different in each case as we shall see 

^ctor°s''®''above this marginal factor, will be superior 

reward will contain something more than the 
mere cost of reproducing them. It will contain a surplus in 

huma^^Kr® ability' where 

human beings are concerned. It is called “quasi rent” in 

increased”*supply of which cannot he 
mcreased in response to increased demand over a short 


‘er™ >9 applied to those extra gains 

, . “"“f account of the means of production being fixed 

•“'variable over a short period. Economic rent arises 
_Pecailfle the 9UDd1v of lA.nr1 la -i.t_ v 
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appliances are fixed in supply they resemble laud* and there¬ 
fore the extra income which they yield • also resembles rent. 
For instance on the breaking out a war there is a sudden 
increase in the deniand for arms and amnrunition. The exist¬ 
ing factories make extra gains which accrue as long as more 
factories do not come into the field. Over a long period the 
supply will be adjusted to the demand and the extra gains 
may disappear. During the short time, however, when the 
productive appliances remain unchanged the extra gains 
are in the nature of rent, as they resemble the income from 
land which arises because of its supply being fixed and 
invariable. 


SUMMARy 

Nature of Rent. Economic rent is the payment for the use 
of land- Ordinarily in rent wages and interest are also included ; 
but that is not economic rent. Economic rent is a pure surplus 
which is left after meeting all the expenses of cultivation. 

How does rent arise. The quality of land is not uniform. 
A certain amount of equal expenditure will yield different amounts 
In different pieces of land. The superior grade land produces more 
than inferior grade land. With increase in population inferior grade 
lands are also brought under cultivation. The superior land will then enjoy 
a differential surplus over the inferior land. This surplus is called rent. 

The land which yields just enough to cover cost of production 
and leaves no surplus is known as the no-rent land- It is also 
called marginal land. 

Scarcity Rent. If there be great scarcity of land, there may 
bo no marginal land; then all lands may be rent. Under such cir- 
oumstaucc rent will include (a) scarcity rent, and (b) differential 

rent. 

Ricardian Theory of Rent. Rent defined by Rieardo as the 
ptico paid for the use of original and indeetructiblo powers of the soil* 
According to him rent is a differential gain. This theory has been sub¬ 
ject to great criticisms, but still it holds a supreme position. 

Situation Rent. The rent of building land is determined in 
the same way as that of agricultural land. Bolter situated lands 
will give a surplus over and above the land which is on margin of 
building. 

The same principles can be extended to the rents of mines and fisheries. 

Rent and Price, Rent is a surplus, does not enter into cost 
of production. Price is determined by cost of production. Rent there¬ 
fore does not enter into price. In iact price regulates ' tent. As 
the price rises, rent rises; and as price falls rent also faUg^j_ 


BENT 6E iTaND 


255 


Bl^ent of Rent in Profits, Wages and Profits. The theory 
of r^t ^8 ft special appJication to land because of its fixed supply 
^ the . short period the supply of other factors is also fixed. Henw 
this theory can also be applied to other factors. 

Qnasi Rent It refers to the extra gain which arises on 
account ojJ^e means of production being fixed over a short period- 
lake land the supply of productive appliances cannot be changed. Th^ 
therefore yield a surplus which is like rent. Hence tho name quasi rent. ^ 


Define economic rent. How does it arise ? 

What are the main criticisms against Ricardian Theory ? 

•'Com is not high because rent is paid, but rent is paid 
because corn is high”. Discuss. *'*•*« 

Write critical notes on marginal land and quasi rent^ 


CHAPTER XXIII 

EARNINGS OF LABOUR—WAGES 

1. Meaning of Wages. The term wages may be used in a 
wide sense^or in a narrow sense. In the wide sense it means 
price paid for the services of labour. By labour is meant the 
various kinds of personal services. For instance, an employer 
himself may be earning wages of management if he is his own 
manager. An independent worker, e. ff. a peasant farmer, gets 
return for his labour which may be called his wages. 

Some writers use the term in a restricted sense. “A wage 

Benham ‘‘as a sum of money paid undL 

renderedT employer to a worker in exchange for services 
rendered. In this sense only a small proportion of workers in 
India are wage earners. 

of use the term wages in the wide sense as the share 

of the national dividend which goes to those who work either 

with their han^ or their brains, whether independently or for 
an employer. We shall, however, explain the principles that 

But ^ with reference to wages of employees, 

liuu rho explanation of wage >3 in a given 

onnnriahi r>n will a.lo/% 
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explain the earnings of independent workers in that occupation. 
It should, however, be noted that wages of independent workers 
fluctuate more over-time then those of employees, for the 
obvious reasons that independent workers have to bear 
themselves the risks of the business, while the employer bears 
such risks in the case of employed labour. 

2. Classification of Wages. Wages may be classified from 
several points of view:— 

(1) From the point of view of the class of persons concerned, 
(i) Wages o£ highly paid persons are called salaries, e. g., wages 
of managers, engineers, etc. Salaries may be paid monthly or 
yearly, (n) Payments, made to middle class professional employ¬ 
ees may be called ‘pay’ which is usually on monthly basis. (Hi) 
Charges made by independent professionals on basis of service 
done is called ‘fee*, fee of a doctor, a lawyer, etc. (iw) Payment 
to ordinary employees, skilled or unskilled is just wages. 
Wages may be paid on the basis of the month or the week, or 
according to the work done. This brings us to (vhe second 
classification into tiTne wages and piece wages. 

(2) Prom the point of view of manner of payment, wages 
may be either time wages or piece wages. For instance, a profes^r 
gets his regular salary on the basis of time, i. e , monthly, but his 
examination fees are on the basis of work done. i. c., papers set 
or answer books examined. Usually where work can be 
standardised and measured easily, payment is by piece and 
where this is not possible, it is by time. 

(3) On the basis of the form in which wages are received 
they may be called nominal or real wages. Nominal w^es are 
wa^es in tormn of money, while real wages constitute the total 
satfsfactmns accruing to the worker. The welfare of the worker 
depends upon his real wages and not merely on money wages 
as we shall presently see, 

(4) .Anotber classification of wages is into general and 
relative wages. 

General wages do nob mean any general rate of wages. 
There is no ‘general rate’ of wages in a country. Each occupa¬ 
tion and employment has its own problem of wages. When we 
speak of general wages we refer to the share of the national 
dividend claimed by labour as such against other factors of 

production. The theory of general wages explains the genei'ai 

principles that govern this share as against the 9 jare_^goin£^ 
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capital, land and enterprise. When we speak of relative wages 
we refer to wages in relation to different employments and to 
different persons in the same employment. Here we explain the 
causes of differences in earnings of different persons in the 
same employment and of persons in diffrent employments or 
occupations. 

The last two classifications require detailed study. We must 
explain ia) the factors that cause differences between real and 
nominal wages, (6) the principles that determine wages as 
against interest, rent and profits and (c) the differences in the 
earnings of different persons in the same employment or 
different employments. 

3. Nominal Real Wages. Nominal wages are wages 

paid or received in terms of money. But money wages alone may 
not give us any real idea of the economic position of a worker. 
For instance, your mali may be getting Rs. 16 a month without 
■food, while your bearer may be earning Rs.lO a month with 
food, etc. The latter’s wages are really higher than the former’s. 
In order to find real wages of a person the following factors 
must be taken into consideration:— 

(a) The purchasing power of money. Before the present war 
prices of necessaries of life were much lower than they are now. 
A money wage of Rs 20 per month now might in actual 
purchasing power purchase one quarter of what it used to 
purchase five years ago. Thus money wages may have remained 
the same but real wages have been reduced to one fourth 
•of their pre-war level in this example. 

$ 

ib) Subsidiary earnings. In addition to the regular money 
■wage an employee may earn other things in the form of money 
or goods. For example, board and lodging in the case of domestic 
servants, tips in the cape of peons, examination fees in the case 
of teachers, etc. Subsidiary earnings may also be due to 
opportunities of employment available to other members of the 
worker’s family. 

Extra work withofft extra payment. If an employee is required 
to put in extra time without any compensation, his real wages 
are decreased to that extent. Bank clerks are paid for their 
general duty during working hours, but quite often they are 
required to work late hours just to discover a mistake in 
•accounts. For such extra work they are paid nothing. 
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(d) Regularity or irregularity of empl(yymenU Regular or mor& 

A a ^ m ^ money wages but fche real 

wages may be higher than irregular and inseoure empolyments- 
which give high money wages, e. g., a person whose employment 
IS intermittent while earning Rs. 3 a day may not bo so 
well off as a clerk who earns only Rs. 2 a day but is employed 
throughout the month. 

(e) Condition of work. Some occupations are healthier than 
others; in some hours of work are shorter than others; work 
may be more pleasant or less pleasant; the employer may be more 
agreeable or less so, etc. All these factors will be taken into 
account before we can compare the real wages existing in 
different employments. 

(f) * (tde Expenses. Some employments req.uiro certain 

compulsory expenses which must be deducted from their earn¬ 
ings before coming to real wages. For example, a lawyer must 
possess a gDod library and pay a clerk, etc. A doctor must 
possess certain instruments necessary for his profession and so 
on. / 

V^4. Real and Nominal Cost of Labour. What is a wage 
from the point of view of the labourer is the cost of labour from 
the side of the employer. The cost may also be real cost 
or nominal cost of labour. But the real cost is the cost of 
labour per unit of production. Higher money wages do not 
necessarily mean higher labour cost. For instance, if an 
American worker is paid eight times the wages paid to an 
Indian labourer and produces ten times the production of the 
latter, it is cheaper to employ an American than to engage an 
Indian. Thus low paid labour may be dearer and high paid 
cheaper to an employer. This is sometimes referred to as the 
principle of the economy of high wages. 

There is a close relation between high wages and efficiency. 
Greater efficiency means greater productivity of the labourer 
and this enables liim to get high wages. High wages in their 
turn enables a labourer to maintain a higher standard of living. 
Higher standard of living implies better food, clothing and 
housing, better opportunities for education, training and re¬ 
creation, etc. All these things tend to increase productive 
efficiency of the labourer and his descendants and enable them 
to earn higher wages. Conversely, low wages by keeping stan¬ 
dard of living at a low level lead to low productivity and 
hence low earning power. Thus a vicious circle is created* to 
get out of which becomes more and more difficult for the people 
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concerned. It is in this way that poor countries tend to get 
poorer and rich countries richer. The circle of poverty can 
only be broken by conscious planning on the part of an 
enlightened state. Mere raising of wages may not autocnati* 
oally raise productive efficiency. It may increase senseless 
expenditure without raising the standard of living. People 
should be made to deserve higher wages before higher wages 
are paid to them. 

5. The Theory of Wages—Demand for Labour. The theory 
of wages explains the principles according to which wages are 
determined. There are several theories of wages advanced by 
writers from time to time, but we shall only note the one which 
is generally regarded as the correct theory of wages. Accord¬ 
ing to this theory wages are determined by the equilibrium 
between the forces of supply of labour and demand for labour. 
At any particular time supply is more or less fixed, demand 
plays the more important part. Over long periods, however, 
supply of labour can be increased or decreased and forces con¬ 
trolling supply become important. 

Just as there is a demand price for commodities, there is a 
demand price for labour. The demand for labour under typical 
circumstances of a modern country comes from the employer 
who employs labour and other factors of production for making 
profits out of his business. The demand price of labour, there¬ 
fore, is the wages that an employer is willing to pay for that 
particular kind of labour. To simplify matters let us suppose 
that all labour is of the same grade. One labourer is as good 
as another. Suppose an employer wants bo engage such labour. 
How much wage will he otfer ? Let him employ laboarers one 
after the other just as a consumer consumes units of a c'^mmo- 
dity one after the other. Here a similar law, as the Law of 
Marginal Utility in consumption, will come into operation. 
After a point every additional labour employed will add to 
the total net production at decreasing rate. Iq other words 
with an increase in supply marginal productivity of labour will 
fall. Up to what point will the employer go on engaging addi¬ 
tional units of labour ? Obviously up to a point where he 
thinks it worthwhile to employ them. He will naturally stop 
employing additional labourers at the point at which the cost 
of employing a labourer just equals (in fact it is a little less than) 
the addition made by him to the total net product. Thus the 
wage that he will pay to such a labourer, will, at the most, be 
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equal bo bhe value of this additional product. But ae all 
he labourers are of the same grade (as we have supposed) this 
will be the wage that the employer will be willing to pay to 
all of them. On the side of demand therefore wages tend to 
equal bhe marginal productivity of labour, i.e,, productivity of the 
labourers just worthwhile employing. What is true of one em¬ 
ployer is also true of all the employers in the aggregate. {See 
also Chapter XX Sec. 5). 

The employer, however, does not pay the whole of their 
marginal productivity to the workers in the form of wages / 
he pays little less than this. Productivity of labour can be 
ascertained only after the product of labour has been sold. 
Bub it takes quite a good deal of time, three months, six 
months, even a year—before the raw materials are manufac¬ 
tured and are finally sold. The workers, however, are to be fed 
and clothed during all this time, so that, they must get their 
wages every month or so. If the price of the product by 
labour falls during the intervening time, the employer stands 
to suffer a loss. With a view to compensate himself for this 
possible risk, he deducts something from the marginal pro¬ 
ductivity of labour. Wages are thus said to be determined 
on the basis of bhe discoanied margbuil productivity of 

labour. 

Just a step further and the explanation of the determina¬ 
tion of wages on the demand side is complete. The pro¬ 
ductivity of labour does nob stand by itself. It has to be 
considered in relation to the productivity of other factors of pro¬ 
duction employed by the employer. With a view to maximize 
his profit he will employ more of labour, capital or land as it 
suits him, Ac. he shall have to bear in mind the relative pro¬ 
ductivity of these factors. We, therefore, conclude that on the 
demand side wages are in the last analysis determined on 
the basis of relatives discounted marginal productivity of 
labour, 

6. Supply of labour. Now let us pass on to the side 
ofsupplv. The supply of reproducable commodities can be 
increased if enough time is given. Supply of labour also can 
bo increased. If the piece of I'adios, for instance, suddenly . 
rises due to increased demand, radio trade will become more 
profitable than before. Factors of production will move from 
other industries to bhe radio industry. Supply of radios 
will increase. The supply price of radios will depend upon the 
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cost of production of new radios. If demand for a particular 
kind of labour rises, its wages will also go up. Its supply 
also may increase. Labourers from other employments who 
can do this particular kind of work may move to it. But 
there will be some ditliculties in the way of this movement. 
It is not easy to learn new types of work. Labourers have 
feelings they may not like to move to the new jobs, either be¬ 
cause of certain advantages of the old or disadvantages of the 
new job. New labourers cannot be produced in a short period. 
Even in a long period parents do not rear children for profit. 
Therefore, there is no supply price of labour in the same 
sense as there is a supply price of commodities. The supply 
price of labour, therefore, will be what the labourers are willing 
to accept as wages before they would do a particular work. 
What is the limit below which a particular grade of labour will 
not accept the amount as wages ? 

Here there has been a difference of opinion in the pa^t. 
The English Economist Ritcardo and his followers (early 19th 
century) believed that labouring classes will accept just the 
minimum subsistence. In fact they held that wages could not 
rise much above this minimum which was just enough to 
keep the labourers alive. If wages rose higher than this level, 
labourers would marry earlier and produce more children until 
the larger supply of labour reduced wages to the subsiscence 
level. If wages fell below the subsistence level population would 
be reduced through underfeeding and lower birth rate until 
the smaller supply of labour raised wages to subsistence level. 

This theory has been disproved by the rising standard of 
living of labourers in the western countries since the time of 
Ricardo. Modern economists believe that the minimum is not 
set by the mere subsistence but by the standard of living of the 
particular grade of labourers. The standard of living that 
have seen earlier, is defined as the number of other wants whose 
satisfaction the individual considers of greater importance than 
marriage or family. Thus if the labourer cannot earn enough 
to maintain his family at this customary standard of living he 
will delay marriage and thus population will be reduced in the 
long run. He will moreover refuse to work for an employer 
unless he is paid wages high enough to enable him to maintain 
his customary standard of living. Thus the marginal cost of 
production which is the basis of value in the case of all commo¬ 
dities is determined by the standard of living so far as labour 
is concerned. 
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We conclude, therefore, that; in the short period wages tend 
to be equal to the marginal productivity of labour and in the long 
run they must be high enough to allow the labourer to main¬ 
tain hts customary standard of living. In other word's under 
normal conditions wages of a particular grade of labour fluc¬ 
tuate between two limits, they cannot remain higher than 
the relative discounted marginal productivity of labour because 
the employer will not pay, and they cannot I'emain much lower 

than the limit set by the customary standard of living of the 
workers concerned, because they will not accept them. 

Relative wages. Now we have to explain the causes of 
difference in wages in different employments and also differen¬ 
ces of earnings of the people in the same employment. 

In the last section we assumed that all labour was of the 
same grade. In the actual world working population is dis¬ 
tributed over different grades and different employments. 

Suppose in a particular country we divided the working 
population into the following classes or grades ;— 

(a) The entrepreneurs whose income includes wages of 
superintendence. 

(fe) Highly paid workers, e.g., managers, engineers and 
other highly successful professional men. 

(c) The skilled labourers requiring special training. 

(d) The unskilled labourers. 

There are different employments in each of these grades 
and different wages may be earned by persons in different em¬ 
ployments or even in the same employment. Kacb grade has 
a different level of wages. What are the causes of these diff¬ 
erences ? 

If labourers could move with perfect ease from one employ¬ 
ment to another and from one grade to another, real wages 
would be exactly in proportion to the ability and capacity of 
the labourers concerned. Population would get distributed 
over the whole working field in such a manner that the net 
advantages enjoyed by labourers of the same ability would be 
exactly the same in every employment or grade. In actual 
fact, mobility between the grades and between employments is 
not perfect. This results in the creation of non-competing 
groups. In India among other reasons non-competing groups 
are created by the caste system. In other countries differences 
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of opportunities for education and training available to diff¬ 
erent clafsea of people lead to such non-conDpeting groups, 
"Supply under such conditions cannot adjust itself to demand. 
In the same employment wages may be different because of 
■different efficiency, or contracts entered into at different times 
or seniority etc. 

In the light of the above it is easy to understand why 
differences of wages arise between different localities, pro¬ 
fessions and employments. These causes may be enumerated 

as follows :— 

(i) Differences inefficiency. These differences may be due 
to different inborn qualities, education, training or conditions 
under which work is performed. 

{ii) Existence of Tum-competing groups. These arise because 
■of the difficulties in the way of mobility of labour from lower 
paid to higher paid employments. These difficulties may be 
due to geographical reasons, sentimental reasons or special 
reasons. Examples respectively are lack of transport facilities, 
-existence of family ties and existence of the caste barriers or 
class barriers. 

(iii) Causes affecting real wages. These causes we have 
already considered. The inequality may be only between 
money wages not real wages. 

(iv) The case or difficulty of learning a trade. The number of 
lihose who can master difficult trades will be small. Their sup¬ 
ply will be less than demand and wages will be higher. 

(v) Agreeableness or disagreeableness of different employments. 
Disagreeable employments must pay higher wages to attract 
labourers. If, however, disagreeable work can be performed 
by unskilled workers who cannot do any better work (due to 
caste or other incapacities) wages may be quite low, e,g., sweep¬ 
ers in India. 

{vi) Kufure prospects. If an occupation t^ '^es hopes of 
future promotion people will accept a lower start against 
other occupations offering higher initial rewards but no rise in 
the future. 

{vii) Deglslation. Sometimes laws are enacted to regulate 
wages in different kinds of employments, ?.e., laws fixing mini¬ 
mum wages in mines and factories. 
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{viii) Sex differences. Women workers are ordinarily- 
paid lower wages than men workers in similar kinds of employ- 
menbs. More about this presently. 

It should be noted that all these factors create differences- 
in the wages by influencing the conditions of demand for or 
supply of labour in the occupations under consideration. Ulti- 
mately» therefore, wages are determined by the forces of 
demand and supply considered under the general theory of 
wages. 

8. Wages of Female Labour. It is generally found that 
the wages of female workers are lower than those of the male 
workers in the same occupation. It would be interesting to 
examine the reasons of this state of affairs. There are :— 

(o) Men are physically stronger than women and there¬ 
fore are capable of undertaking more strenuous work. 

(b) Women, as a rule, do not equip themselves for an 
industrial career, they always look forward to getting married 
and settling down to domestic life. 

(c) Female workers need less money as they have fewer 
social obligations, unlike men who have to support a number of 
dependents. Hence they are willing to accept lower wages. 

(d) There is very little of organisation among female 
workers. They have not given proper attention to this matter 
because they do not look upon their employment as a perma¬ 
nent feature of their life. 

9. Problems of Labour and Capital. Modern industrial¬ 

ism has given rise to great problems. There has come 
to be a clash between the interests of labour and capital the 
former claiming higher wages and the later higher profits. As 
long as labourers were not organised they were handicapped in 
the matter of bargaining with their employers. But the grow¬ 
ing consciousness among the labourers has given rise to the 
desire on their part to improve their lot. They are now 
anxious to raise their standard of living and to obtain for 
themselves a certain measure of economic security. For this 
purpose they demand higher wages and a hand in the manage¬ 
ment of industry. Labourers have come to realize that they 
can improve their conditions of work only through collective 
bargaining with the employers. Thus they have combined 
together and formed themselves into Trade Unions. _ 
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Trade Unions. A trade union ib an 

having for its object the improvement of the , confer 

employment. The trade unions through combination con e 

on the labourers a certain amount of bargaining p Y 

which they can prevent their wages from falling below the 

marginal productivity of labour. Unions have 

deal of useful work in the way of securing better and heaUh^^ 

conditions of work. They Provide relief in periods of unem 

ployment and aim at raising the standard of living of workers 

through a rise in wages. They aim not only at • 

economic condition of the workers but also at raising thei 

intellectual and moral level. 


The chief weapon used by the Trade Unions against the 
employers is the strike, which means the stoppage of work witn 
the object of enforcig their demands on the employers. A 
similar method when used by the employers against the wor- 
kers is known as a loch out i.e., closing the factory and refus¬ 
ing to employ the labourers. 


SUMMARY 

Meaning of Wages. Used both in a wide and narrow sense. It 
refers to the share of the national dividend which goes to labour factor. 

Clasification of Wages. Wages may be classified into vatioas 
groups; (i) Salaries, pay, fees, wages (ii) time wages and piece wages, 
(iii) nominal or real wages, (iv) general or relative wages. 

Nominal Vs. real wages. Nominal wages refer to wages received 
in money. Keal wages stand for all passible benefits, direct or in¬ 
direct, wbicb a person is able to get in one occupation. Tbe follow¬ 
ing factors must bo taken into account in calculating tbe^ real wages 
of a labourer: purchasing power of money, subsidiary earnings, extra 
work without extra payment, regularity or irregularity of employment, 
condition of work, and trade’expenses. 

Real and Nominal Cost of Labour. Wages are costs from 
tbe point of view of the employer. They may he nominal or real. Higher 
money wages do not necessarily mean higher labour cost. This depends 
upon productivity of the labour. Low paid labour is generally 
inefidcient. As such it will be dearer in the long run than high paid 
labour. There is a close relation between inefficiency. 

Theory of Wages Demand for Labour, Different theories 
of wages but the moat important is supply and demand theory. 
Employer demands labour because of its productivity. The demand 
price depends upon marginal productivity of labour. The employer 
does not pay the whole of marginal productivity. He dedu'iti a certaiit 
amount by way of discount. 
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VT Labour. Supply of labour cannot be quickly clianged. 

1^0 quick adjustment is possible between the changes in wages and 
the supply of labour. Supply price of labour is the amount that labour¬ 
ers are willing to accept as wages for a certain work. The minimum 
that they can accept is set by their standard of living. 

Wages are determined between these two limits. 

Relative Wages, different wages prevail in different employ¬ 
ments. This is due to differences in. efficiency, existence of non- 
competing groups, causes, affecting real wages, ease or difficulty of 
learning a trade, agreeableness or otherwise of different employments, 
future prospect, legislation and sex differences. 

Wages of f^emale Labour. In general women get lower 
wages than men because of their poor physique, absence of proper 
training, weak organisation and tbeir lesser responsibilities. 

of Capital and Labour. With the progress of industrial¬ 
ism, strife between labour and capital hae increased. Labourers have 
formed trade union to make their demands effective. Their chief weapon 
is strike. When the employers close down the factory, it is known 
as loc3c-out. 



What arc nominal and real wages? Do you think that 
.a labourer gc'tiug Rs. *250 per month is necessarily better 
off than another getting Rs. 200 per month. 

‘Low paid labour is dear and high paid labour is cheap*. 
Explain 

How are wages determined ? 

Account for the great differences in the wages of an 
engineer and a domestic servant. 

What are the causes that are responsible for the low age 
of women ? 
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CHAPTER XXIV ^ 

INTEREST ON CAFIXAL 

1. What is Interest ? Interest is the return paid for the 
■aervioee of capital. It is not the price of capital, as rent is not 
the price of land, nor wages the price of labourers. The 
price paid in each case is for the services of the factor of pro¬ 
duction, not for the agent itself. 

Though capital is usually borrowed in terms of money and 
interest is paid as a percentage on the principal borrowed, ulti¬ 
mately capital consists of actual instruments of production in 
the form of factories, machines, implements, etc , the produc¬ 
tion of which is encouraged by the investment of money capital 
in them. Interest is a part of the earnings of these capital 
goods. Because producers are willing to pay interest on money 
nvested in production, every borrower must pay interest even 
if he uses the borrowed money for unproductive purposes. 
From the point of view of the money market thei'efore interest 
is the price paid for all borrowed money. 

2, Net and Gross Interest. All that the borrower pays to 
the lender is not the price paid for the services of capital. Here 
it is necessary to distinguish between net and gross interest. 
The total received by the lender may include several kinds of 
returns : — 

(а) Insurance against risk. There will be insurance money 
paid for taking risks. A lender is exposed to risks when he 
lends money. These may be (*' personal risks due to the cha¬ 
racter of the borrower himself, and there may be (it) trade risks 
due to the business in w’hich his money is to be invested. Thus 
the lender may have fear that either the borrower may refuse 
to pay his money back, or interest on it, or he may lose the 
money in his trade. The greater are such risks the higher will 
have to be insurance money that he will accept heiore he is 
willing to lend. 

(б) Wages of management. A part of the payment may be 
due to charges of management. The letder may have to keep 
accounts, suffer inconveniences in the collection of interest, etc. 
Professional money lenders have to maintain regiilar office and 
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eBtabishmenfe. fjxpenBes required for auch establiahmenfcs aro- 
paid out of their income from money lending. 

(c) Payment for inconvenience of investment. A convenient 
investment is one the return or repayment of which is certain 
80 that previous arrangement can be made to reinvest the- 
proceeds. Ordinarily, however, the repayment of the loair 
depends on the will of the borrower. If the loan is suddenly^ 
repaid, the lender loses its interest till he is able to find some 
other client to lend. For this inconvenience he makes a due 
allowance in the rate of interest he charges* 

(d) interest. There will be a return for the services of a- 
capital or money borrowed. This is called pure or net interest 
and is determined by deducting the foregoing charges from> 
gross interest. 

All these returns put together constitute gross interest while 
the last alone is net interest. 

3. Differences in Interest Rates. Pure interest tends to 
be the same if calculated over the same period of time in the 
same money market. The actual differences that prevail are 
differences in the gross interest, n other words they are due to 
differences in the degree of risk involved and the inconvenien¬ 
ces of management suffered by the lender. Pure interest, how¬ 
ever, may be different in different investments when the market 
is not the same. This may be due to :— 

(a) Differences due to distance. People usually are more 
willing to invest their capital nearer home than in distank 
places. This may create differences in supply and demand due 
to comparative of capital. 

ih) Differences due to time. If people have to part with 
their money for a longer period they expect higher rates even 
though risk and other factors are the same. Of course, if 
money is lent for very short periods and has to be re-Tent again 
and again the inconveniences of management will increase 
gross interest. But that will not be net interest. 

Differences according to some writers may arise in gross 
interest in addition to the ones already considered :— 
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(a) Differences in social esteetn. A perBon with greater repu¬ 
tation can borrow at lower rates. This is partly due to the 
tlement of risk which is leas in isuch a case. 

s 

(b) Differences in productivity. Where capital can earn 
greater reward for the producer, he will be willing to pay higher 
interest. But here also usually such trades are more speoula- 
'tive and higher interest can be attributed to higher risk. 

* (c) In new countries capital earns higher interest^ due to 
greater productivity. This is due to immobility of capital over 
distances already considered. Partly it is due to greater risk. 

Thus ultimately difference of interest rates can be reduced 
to reasons of risk and inconveniences of lending. When 
differences in pure interest arise we are not speaking of the 
same market. 

4. How is Interest Determined. The same supply and 
■demand theory explains interest as it does the reward of the 
other factors of.production and prices of commodities. 

On the side of demand interest tends to equal the marginal 
iproductivity of capital. If the supply of capital increases it is 
pub to investments where its productivity is lower. In other 
words with the increase in supply marginal productivity of 
capital falls, and it rises with the decrease in the supply. Mar¬ 
ginal productivity of capital is the addition made to the total 
productivity by the last unit invested. The demand for capital 
in a given market is the total of all individual demands whether 
for productive or unproductive purposes. Its marginal pro¬ 
ductivity is the marginal productivity (or marginal utility) of 
all the borrowers taken in the aggregate. The demand price of 
capital is the price that these borrowers are willing to pay for 
varying amounts supplied. 

Thus the marginal utility or productivity of the market for 
capital may express itself in the form of a demand schedule 
like the one given below :— 

Rate of interest Demand for capital 

per cent. lakks of rupees 

20 ••• 2 

16 6 
10 ••• 9 

8 ... 12 



270 


ESSENTIALS OF ECONOMICS 


Demand for capital 
lakhs of rupee 

20 
30 
40 
60 

of capital depends upon (a} 
power to save, (bj will to save. The power to save depends 

upon (ij total productioQi fiij tninimucQ neoessary for main^ 

taining the given standard of living, ftiz) developments in the 
banking system. 


Bate of interest 
per cent. 

5 

4 

3 

2 


Will to save will depend upon fij law and order and banking 
facilities available in the country, fii) expectations of rates of 
interest.^ (Hi) foresight as regards provision for future for self 
and family. 

Other things remaining the same the higher the rate of 
interest the more will be supply of capital coming forth for 
investment* In the short period supply (rather the supply 
schedule) may be taken as given, demand or marginal pro¬ 
ductivity will exercise greater influence on the rate of interest. 
If however sufficient time is given the prevailing rate of interest 
will influence supply and the long term rate of interest will in 
its turn be influenced by the conditions of supply of new 
capital. 

In the theory of value of goods we talked of the marginal 
cost of production. What is the marginal cost of production 
of savings on which ultimately capital depends ? There is no 
marginal cost of saving in the sense in which there is marginal 
cost of production of goods. Savings depend upon the various 
factors already noted in the chapter on capital and briefly given 
above. These factors influence different people differently. 
It is much easier for rich people to save than it is for the poor 
people* Poor people have to make definite sacrifices when they 
decide to save for the future rather than to consume in the 
present* What inducement is necessary for a person to post¬ 
pone consumption? Some people will pave even if no interest 
is paid to them, others will accept a low interest, and still 
others a higher rate of interest and so on. The total amount 
that will come forth for investment at varying rates may also 
be expressed in the form of a schedule which may be called 
the supply schedule of capital. It is the schedule of savings 
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from the long time point of view. The demand' and supply 
schedules may be put together as follows i 


Demand 
Lakhs of rupees 

2 

5 

9 

12 

20 _ 

30 

40 

60 


Kate of interest 
per cent. 

20 

15 

10 

8 

_ ^ _ 

4 

3 

2 


Supply 

Lakhs of rupees 

30 

25 

23 

21 

_20 

18 

16 

15 


In the money market represented by the above schedules 
the demand and supply of capital are in equilibrium at 5 per 
cent. Five per cent, will be the rate which will tend to pre¬ 
vail. Of the ’Rs. 20 lakhs supplied some is contributed by 
those who would save even if the rate of interest was zero. 
But to get Rs. 20 lakhs of capital to meet Rs. 20 lakhs of de¬ 
mand the marginal investor must be attracted. He is the 
investor (or investor) who will not save unless the rate of 
interest is at least 5 per cent. On the other band to lend the 
supply of Rs. 20 lakhs the marginal borrower of capital must 
be attracted and he is the one who is not willing to pay more 
than 6 per cent, as interest. Thus the rate, of interest will 
measure on the one hand the marginal productivity of capital 
and on the other the inducement necessary to attract the 
marginal investor so that he saves rather than consumes his 
income. 


6. Why Should Interest Be Paid. In earlier societies tak¬ 
ing of interest was regarded with disapproval. Professional 
money-lenders like the Jews were looked down upon. Christi¬ 
anity and Islam both forbade the taking of interest. Some 
people even now regard charging interest as a sin. What is 
the reason ? Why should the reward of this particular factor 
of production be any the less justifiable than the rewards of 
other factors of production ? 

The reasons of this attitude towards interest are of his¬ 
torical origin. In less developed societies capital was seldom 
borrowed for production purposes. Money was borrowed by 
poor consumers to save themselves from distress and starva¬ 
tion. The money-lenders of the times, mostly .Tews, took ad¬ 
vantage of the misery of the needv and charged excessivelv 
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liigh rates and got their ‘pound of flesh’ in realising their prin¬ 
cipal and interest wiohout mercy. It was thus that interest 
got a bad name. In fact it was not interest. It was what be 
now called usury. No distinction was made between the two 
■because interest in the modern sense did not exist- 

Conditions are quite different in the modern world. In 
some poor countries like India usury still prevails, but in typi¬ 
cally modern countries by far the greater portion of borrow¬ 
ing is for productive purpose. Well organised money markets 
have come into existence. Lenders are banks and borrowers 
are big institutions and wealthy businessmen. Borrowed 
money is invested in productive enterprises. The rate of in¬ 
terest has a definite relation to the productivity of capital. 
If the borrower makes profits with the help of his borrowings 
there is no reason why the lender should not get a share of 
such profits. Interest in the modern world, therefore, is quite 
justified as long as private property in capital goods is recog¬ 
nised by the State. 

There is, however, a group of thinkers, i.e.^ the Socialists, 
^ho still condemn interest. They believe that capital is the 
Tesult of robbery committed by the capitalists against workers. 
The e^stence of capital, therefore, connot be justified and 
i.ich less can there be any justification for the existence of 
.“tore t wiXh is merely a fruit of capital. But. as we have 
.Ireadv stated, so long as private property is recognized, the 
justification for charging interest is intact. 

T,et us sum up by saying that in order to attract the neces- 
crv supply of as essential for pioduo- 

w^ must offer an inducement to people to save when they 
T Interest is said to be the payment which man requires m 
order to postpone present satisfactions to future. 

it the same time we must not forget that certain amount 
of savin'* would be done irrespective of the rate of interest, 
w o H the rate of interest falls to zero there will he people 

wm still save. But their supply may not be enough to 
^eet the total demand hence the need for attracting other 

investors. , 

7 Interest and Economic Progress. Economic progress 

SuT" ‘"a »' “a '■“'• 
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But there is no fear of the rates of interest falling to zero 
beoause there will always be some people who would require 
an inducement before they would save and their savings 
would be essential to meet the total demand. 

8 . Should Interest be regulated ? There are different 
views about the regulation of interest. Some thinkers 
believe that the rate of interest should be regulated by 
law, for this will secure uniformity of rate and will prevent 
undue exploitation of the poor. Others believe that re- 
.gulation of interest should be confined only to consump¬ 
tive loans. But the critics oppose such ideas. They be¬ 
lieve that any regulation of interest is bound to crush 
competition in this field and fix arbitrary rates which would 
favour some sections of society at the expense of others. 
Begulation of consumptive loans would unduly increase the 
demand for consumption loans and thus production would 
suffer. 

In a capitalistic economy, with free competition, regula¬ 
tion of interest appears to be unsound and opposed to 
the tenets of this system. It is better that it should be 
regulated by the market forces. 

SUMMARY 


*What is Interest ? It is the return paid for the services ot 
capital. As producers are willing to pay interest for capital, every 
borrower must pay interest irrespective of the purpose for which he 
'borrows. 


Net and Gross Interest. The total amount that the lender recieves 
is called gross interest. It includes insurance against risks. Wages of 
management, payment for inconvenience of investment, and net in¬ 
terest. Net interest refers to that amount which is paid simply for 
the services of capital. i).,* ' 


Differences in Interest Rates. Pure interest t'^uds to be con¬ 
stant. Sometime'S it may differ due to distance and time differences. 
-Grots Inlorest rates very widely differ because of differences In the 
degree of risk and inconvenience of management. Differences in social 
esteem and productivity also lead to the same thing. 


How is Interest Determined. The same theory of supply and 
demand is applicable here as well- On demand side interest lends to 
be equal to marginal productivity of capital- A demand schedule for 
capital can bo prepared. 


Supply of Capital. It depends upon i)ower to save and will 
to save. Different factors affect these two. In the short period supply 
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of capital may be taken as given* Demand therefore gets the^ upper- 
hand. But in the long period supply conditions Infiuenoe the interest 
rate. 

The rate of interest measures on the one hand the marginal 
productivity of capital and on the other the inducement necessary to 
attract the marginal investor. 

Why Should Interest be Paid. Interest was condemened in earlier 
societies because then money was borrowed mainly for consumption put- 
poseB« But in modom society intetest is justified# Capital is mostly 
Arrowed for productive purposes. Its productivity has considerably m- 

creased. 

Interest and Economic Progress, With eoononuc progress 
auDplv of capital will increase. Interest will fall. But it will not 
drop to zero, because some inducement may still be necessary for 

marginal investor. 

Should Interest be Regulated. Different opinions on this. 
Some favour regulation others oppose it. In a capitalistic economy 
regulation of interest is unsound# 


EXERCISES 

Analyse gross interest. Account for fithe wide differences in 
interest rates. 

How is interest determined ? What determine the supply 
price of Capital ? 

q WhY taking of interest was condemned in the earUer 
societies ? Do you justify it in present society ? 

4 Can interest fall to Izero ? When can it happen? 

^ 5 Do you think that there is a case for the regulation of 

rate ? Will it lead to some advantage ? 


CHAPTER XXV 


PROFITS OF THE ENTREPRENEUR 

1. Meaning and Analysis of Profits. There is oonsider- 
able disagreement among the writers as to the meaning of 
the term profit. Some think that profit is a surplus above the 
expenses of production. Rut then the question arises : what 
should be included in the expanses of production above which 
profits is a surplus ? Others sa^ that profit is a reward of the 
entrepreneur for his functions as an entrepreneur. Again it is 
not clear what are the purely entrepreneurial functions. 
There is an American view of profits according to which profits 
tend to become zero in the long run. Then there is the English 
view according to which profits are a part of the cost of pro¬ 
duction, hence they can never become zero. The real reason of 
these disagreements is that the term profit is not used to mean 
the same thing by different writers. 

The best way to understand the meaning of profits is to 
analyse the gross income of the entrepreneur into its various 
component parts. Out pf the total receipts of business, must 
be taken out what has to be paid to the various factors of pro* 
duction engaged on contract basis. The rent of land, the 
wages of labour and interest of capital has to be deducted. 
What remains is the grqss income or gross profits of the busi¬ 
ness. These again can be analysed as below 

(a) The entrepreneur’s wages of management or s<(ferin- 
tendence. This is the return for the work done by the entre¬ 
preneurs as manager, and could have been done by him as a 
salaried manager for another firm. 

(b) Interest on the entrepreneur’s own capital invested 
in the busineBs. He could have earned interest on this capital 
by lending it. 

(c) Bent of land owned by the entrepreneur. He could 
have got this rent by giving land on rent to another business. 

The above three elements strictly speaking are not the re¬ 
ward of the entrepreneur as an entrepreneur, but as manager, 
capitalist and landlord. 

4 

(d) The reward of the entrepreneur as risk taker. The 
function as a risk taker must be performed by the entrepreneur 
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himself. He can, however, insure himself against certain risks 
like that of fire, etc.; but many risks cannot be thus ensured as 
we shall presently see, 

(e) Gains arising to the entrepreneur for his special ability 
as a superior bargainer with labourers, capitalists, landlords, 
suppliers of raw materiaU and consumers—all those with whom 
he has dealings. 

(/) Then there are gains due to monopoly advantages 
and also those which are due to a favourable conjuncture of 
ciroumstances, e.g., an outbreak of war giving high profits to 
certain producers of war needs. These two do not depend 
upon the entrepreneur’s ability but upon his good luck. 

When different writers speak of profits they do not include 
the same elements given above. For example, the American 
Economists, like Walker, employ the term profit only to mean 
the net gain of the employer employing no capital of his 
own. On the other hand, English Economists like Marshall, 
include in the term profits, interest on capital owned by the 
businessmen in addition to earnings of risk-taking and of 
management. 

The tendency among modern economists is to accept the 
American view of profits as being the rewards of purely 
entrepreneurial functions which cannot he performed by paid 
employees. These functions consist of risk-taking and bargain¬ 
ing ability supplemented by monopoly and conjunctional 
gains if any. The income from risk-taking and gains 
from bargaining are regarded by some economists as 
pure profits of the employer as against the gross profits which 
include all the items enumerated above. 

2 Theory of Profits. How are the profits determined ? 

Here again there are various theories. The American economist 
Walker thinks that profits are determined in the same 
way as rent. They are a surplus over cost of production. 
Taussi"^ another American economist, regards profits as a 
form °o£ wages with certain peculiar-ties. Marshall 
regards profits as supply price of business ability in command 
of capital. According to him, normal profits form part of 
cost of production of the commodity supplied. In each case . 
different meanings are given to the term profits. The real 



PROFITS OP THE ENTREPRENEUR 


277 


brubh ia bh&b e&oh oonsbibiienb of profibs is dabermiaed accord¬ 
ing bo bhe laws of supply and demand applied bo each one 
of bhem individually- 

C For inabance wages of superinbendence, inberesb on bhe entre¬ 
preneur's own capital and rent of his own land are determin¬ 
ed by their respective market conditions of supply 

and demand. They may be taken at their current 

market price and deducted from the gross profits. Con¬ 
junctional gains are a matter of chance. Monopoly gains are 
determined in the same way as the monopoly price of com¬ 
modities. What is left then is pure profit which is the^ re-| 
ward of the entrepreneur as such. These are gains obtained! 
through superior bargaining ability and the return for risk! 
taking. Part of these returns are in the nature of rent. They I 
are due to the superior ability of the employer over 
marginal entrepreneur. The marginal entrepreneur enjoys onlj?^ 
normal profits. In the normal profit there is some return for 
bargaining ability and risk-taking. If this return was per¬ 
sistently absent, the entrepreneur would rather work for salary 
as manager, than t.tarb an independent business, ^o this 
extent, even net profits form a part of supply price of the 
commodity concerned, but over and above this any surplus 
obtained will be in the nature of rent and will bend to dis¬ 
appear in bhe long run. In actual fact, however, they do not 
disappear partly because the supply of such exceptional ability 
cannot be easily increased and partly because the uninsurable 
risks of business cannot be easily foreseen and those who 
can successfully do so continue enjoying exceptional reward. 

3. Factors Creating Risks. An entrepreneur starts business 
in anticipation of making profits. He has to take risks with 
the hope that his expectations regarding the future move¬ 
ments of prices and costs will be realised. There are a large 
number of factors and forces that may falsify his expecta¬ 
tions. Entrepreneurs whose future anticipations persistently 
prove wrong have to close down sooner or later and those 
whose forecasts are mostly correct enjoy exceptionally high 
profits. The factors that may disturb the entrepreneurs’ 
calculations may be noted as below : 

(a) Change in fashions. The demand for the article may 
increase or decrease on account of changes in fHshions. For 
instance, people may suddenly take to wearing hhadi instead 
of silk, Gandhi caps instead of English hats. Burqas may 
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go out of fashion, etc. These developments will injure the 
producers of silk, Snglish hats and burqas. 

(h) Discovery of substitv>tes. The discovery of artificial silk 
considerably affected the price of natural silk and hence profits 
of silk industry got greatly reduced at the time. 

(c) Inventions of new processes in production. This might 
increase profits of some employers who take advantage of such 
an invention and reduce those of their rivals who have to stick 
to old methods. 

(ci New sources of supply. Discovery of new sources of sup¬ 
ply by consumers of the product concerned will reduce profits 
of original suppliers. Lancashire was hit hard when Japanese 
cotton goods began pouring into India. 

(d) Strong foreign competition. Such competition ruined 
many of our handicrafts during the 19th century. 

(e) Strikes and lock-outs. When the workers refuse to work 
in the mass it is a strike. When the employers refuse to allow 
the worlfers to enter their factories 2 or work it is a lock-out. 
Such industrial disputes of stopping production can be a source 
of considerable loss to the entrepreneurs. 

(/) Political unrest. Political troubles can paralyse econo¬ 
mic activity. British industry has suffered considerably due 
to political unrest in India leading to boycott of British goods. 

ig) Natural calamities. Natural calamities like floods, 
earthquakes and lack of seasonable rain, may ruin prospects of 
certain industries by causing havoc and destruction or famines. 

4. Inequality of Profits. Under conditions of perfect 
competition and perfect mobility of factors of production 
fits tend to be the same in all branches of enterprise, For 
instance, if profits are abnormally high in the radio trade, 
labour, capital and organizing ability will tend to nmve to 
this trade. Production of radios will be stimulated. Greater 
supply of radios, demand remaining the same; will lower prices, 
and this tendency will go on untib the radio trade will only 
yield normal profits like any other trade. Profits, however, 
will be unequal until this final adjustment takes place, in 
real life economic forces never stand still and the tendencies oI 

profits towards equality would merely remain tendencies, even 

ilcompetition was perfect and factors of production ’Were oom- 
pletely me bile. In fact, competition is never perfect and 
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ifactors of production are never completely mobile. Inequality 
of profits, therefore, is a common feature of the present econo¬ 
mic system. Apart from differences in individual ability of 
the entrepreneurs the following causes may be responsible for 
inequality of profits :— 

(a) Lack of CapiiaL Capital at the command of the entre¬ 
preneur may not be large enough to allow him to start his busi¬ 
ness on a large scale and get economies of large scale production 
which other enterprisers may be enjoying. 

(b) Goodwill of the business. It takes a long time to build 
up goodwill. Unless a new firm starts by purchasing an old 
established goodwill, it may not attract customers in large 
numbers. 

(c) Inner business secrets. Advantage may be gained by some 
enterprisers by discovery of new methods of doing things and 
such business secrets may not be available to all the entre¬ 
preneurs. 

In the en^ let it be remembered that in order to attract 
the required supply of business ability so essential for the pro¬ 
ductive organisation it is highly desirable that captains of 
industry should receive their due reward in the form of reason¬ 
able profits, otherw’ise there will be a danger of the productive 
machinery suffering inefficiency for lack of proper control and 
co-ordination. 


SUMMARY 

Meaning analysis of Profits. Profit has boea variously 

defined. This confusion can be cleared up by analysing the gross in¬ 
come of tho entrepreneur. His gross income or profit include the wages 
of management, interest on his own capital, rent of land owned by 
him, reward for risk taking, reward for superior bargaining power and 
monopoly gain. When writers 'speak of profit they do not refer to 
the same items. Hence disagreement. Modern economists mean by 
profit the reward for purely entrepreneurial functions. 

Theory of Proofs. Here also there is great disagreement, A 
^timber of theories have been put forward. The truth, however, is 
-that each constituent of^profits is determined according to the laws 
of supply and demand. 

Factors Creating Risks, Kntiepreneur undertakes produo* 
tion on the basis of anticipated demand. In this he takes risk be- 
oause his anticipations may or may not come true. The main 
factors that disturb his calculations are ; change in fashion, discovery 
of substitutes, inventions of new methods, new sources of supply, 
foreign competition, economic, political and natural disturbances, 
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Inequality of Profits. Under conditions of perfect competitioni 
profits tend to equality. But competition is never prefect Hence 
inequality of profits. Other factors which lead inequality are difier— 
ences in individualability and the amount of capital owned, good* 
will of the business, and inner business secrets. 


1 Explain the different ways in which the term 'profit' ia- 
ueed> which is preferable in your opinion ? 

'2. Analyse gross profits and show how it helps to clear {up. 
the confusion regarding the meaning of profit, 

3. Whv profits differ so widely ? What factors are responsibla^ 
for it ? 


CHAPTER XXVI 
PUBLIC FINANCE 4 

1. Introduction. So far we have been concerned with the 
incocne getting and income spending activities of private in¬ 
dividuals or groups of such individuals. We have seen how the 
four factors of production, land, labour, capital and enterprise, 
in co-operation with each other, cause the production of the 
national income ; and how' this national income again gets 
distributed among the people as owners of the factors of pro¬ 
duction. We have so far ignored one partner in this process, 
which performs certain very essential services and which must 
receive a certain portion of the national dividend to make pos¬ 
sible the performance of these services. This partner is the- 
state or public authority. 

2 , The State. It is for the political scientist to brood over 
the abstract conceptions of the State. The definitions of the- 
state range from calling it the Divinity itself on the one hand 
and a mere administrative machinery on the other. But all 
states work through concrete organizations called governments 
or more widely public authorities. For our purposes, this con- 

■ ception of the state is good enough. In India, for instance, we 
have various types of public authorities, ultimately all working 
under the sovereign powers of the stsite. There is the Central 
Government z.e., the Government of India ; there are various- 
Provincial Governments, like the Government of the Punjab®. 
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In provinoee again there are local authoribies» like municipalities,, 
and district boards. They are all public authorities. Public 
finance is concerned with the study of the ways these 
public authorities derive their revenues and the ways these- 
revenues are spent by such authorities. 

3. Functions of the State. There are various views as to' 
what functions the state should perforin. On the one extreme 
is the laissez-faire view which was most popular in Great 
Britain during the first half of the 19th century. According, 
to it, the state should only protect life and property from 
internal and external aggression ; leaving other activities to 
the free enterprise of individuals. The holders of this view are 
called the Individuals. On the other extreme are various 
schools of Socialism. The Socialists would give to the state 
the whole management of economic life. They aim at 
abolishing free enterprise and private property in the means of 
production. In between these extremes lie the various practices 
in the capitalist countries of today with varying degrees of 
state interference in economic and social matters. The general 
tendency, however, during the last half century has been 
towards an expansion in the activities of the state. This 
tendency is likely to continue in the future bs well. 

In modern democratic countries of the British type the- 
state pei forms the following functions :— 

(«) In the first place, there are what may be called tber 
protective functions of the state. These include protection 
against foreign aggression, protection of life and property of 
citizens, protection against disease, physical or social. The 
laissez-faire school only allowed these functions to the state. 
These functions involve expenditure on defence, police, justice, 
sanitation ; and according to some evbn education is to be placed' 
under this category. In India the Government of India is 
responsible for defence, the other functions are transferred, 
to the provincial and local governments. 

(ti) The second category may be called the commercial* 
functions of the state. ^Examples of these are administration, 
of forests, mines, irrigation, when they are a source of income. 
Government also furnishes (e.g., Government of India). 
telephone, telegraph, and postal services. The Punjab Govern^^ 
ment obtains considerable net revenue from irrigation.. 
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(Hi) In fche third place are functions which may be termed 
1;be developmental functions of the state. Onder this class 
will fall fche provision of public education, public recreation, 
•information, and fche function of developing fche physical 
'basis of the state which cannot be properly accomplished 
by private enterprise. 

Most of these functions are performed by Provincial Govern¬ 
ments in India. Some of them are performed by fche Central 
‘Government and others partly by local authorities. Education 
is a provincial subject, investigations for improvement are carri¬ 
ed out in some cases by fche Central, in others by fche Provincial 
'Governnients. Recreation facilities in the form of parks and 
gardens are provided by local authority. Libraries may be 
provided by either provincial or local authorities and some 
by the Centre As to fche development of physical basis of 
the state, che e^^amplos are the construction of canals, the 
care of forests, fche dredging of rivers, etc.' These are done 
now by the Provincial Governraeufcs The Punjab Govern¬ 
ment has under it one of fche finest canal irrigation systems of 
the world. 

The state like individuals has to give careful thought to 
the problems relative to income and expenditure. But there 
are certain important differences between fche finances of 
individuals and states. As a rule individuals plan 
their expenditure keeping in view their income. In 
other words a wise individual cuts his coat according to the 
cloth he has. Bub a state generally plans its expenditure 
first and then tries bo adjust its income to that expenditure. 
Again it would be considered wise and thoughtful if an in¬ 
dividual kept a surplus of income over expenditure so as to 
save for the rainy day, but a good Government should 
spend all that it receives for fche benefit of the people. Saving 
is against all principles of public finance. 

It is evident that every government requires money to per* 
form its functions. To decide on the income required and 
the ways in which it is to be utilised are the most important 
problems deserving the attention of fche statesmen. 

4. Public Finance. To perform fche above functions pro¬ 
perly, government':^ have to maintain a large number of depart¬ 
ments. The Government of India has fche Departments of 
Defence, Foreign Affairs, Boolesiastical Affairs, Posts and 
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Telegraphs, Oommerce, Industry and Labour. Education, 
Health and Lands. Of the Provincial Governmeubs, the 
Punjab Government has the Departments of Education. Medical, 
Agriculture, Public Health, and Industries (also called Nation- 
building or Beneficent Departments). Then there is the 
Police and the Judicial Departments and others. These depart¬ 
ments are worked by a staff of higher and lower officials 
and establishments. To maintain them money is necessary- 
The total Budget of the Central Governments for 1941-42 
amounted bo over 106 crores of rupees. The Provincial 
■Governments together budgeted an expenditure of over 96 
orores for the same year. Of this, the Budget of the 
Punjab was about 12^ crores. From where does this money 
come? It is the function of the department of public 
finance bo give an answer bo this question. 

It may be stated to start with that these departments have 
to be fed from the same national dividend which the factors 
of production pro luce. Moreover, the operations of tlie factors 
of production are infinitely facilitated due to the existence 
of public authorities. In fact, without the minimum condi¬ 
tions of peace and security no economic life worth the name 
is imaginable. In addition to this, the state by various 
activities of its departments regulates, encourges and facili¬ 
tates the working of the economic system. In certain cases 
it directly undertakes economic enterprises. The state in a 
way, therefore, is a very important factor of production, 
and thus it contibutes enormously to the size of the national 
dividend out of which it demands a share. The department 
of public finance discusses and studies the principles in 
accordance with which this share is taken by the state, and 
also traces the economic consequences of different ways of tak¬ 
ing this share and spending it. Public finance is thus studied 
under three heads; («) “Public Revenue, deals with the 
ways the state "lerives money from various sources; (6) Public 
Expenditure** concerns with the spending of this money on 
various state activities; (c) “Public Debt * deals with the way 
public authorities fill the gaps between the Public Revenue 
And Public Expenditure over short and long periods. In 
this elementary treatise we shall confine ourselves to Public 
Revenue—especially taxation as a method of deriving such 
revenues. 



284 


BSSENTIAIiS OF ECONOMICS 


Revenue or Public Income. The sources of 
public revenue fall broadly under five classes :_ 

directly which are levied by the efcate, directly or in- 

(b) Fees and special assessments charged by the state foi^ 
rendering public services. 

(c) Prices which the state charges for supplying goods or 
services. 


{d) Fines and penalties realised from defaulters of various 

types. Gifts and indemnities may also be included under this- 
head. 


(e) Finally is the income of the state from property under 
state ownership, like land, forests, treasure trove, etc. 

Taxes are the most important of all in modern times. The 
other heads may be disposed of briefly. 


Taxes, fines and penalties are compulsory payments. Prices 
are not. People pay a price only when they buy a good or 
service. Bub if the price is more than the cost of production, 
the excess is in the nature of a tax. For instance, the Punjab 
Government charge-4 water rates, which are higher than th^ 
cost of the supply of water. Water rates contain an element 
of tax. This is especially so because the peasant cannot refuse 
to purchase water unless he wants to starve. Fees and special 
assessments are compulsory in the sense that they must be 
paid. Fees are paid by those who demand necessary public 
services, e.g.^ as in law courts. They are nob so much the re¬ 
turn for the service performed. They are to limit the con¬ 
sumers of such services. Court fees are made high to discour¬ 
age litigation. Justice must be provided by the state free of 
charge. Assessments are levies on particular groups of people 
who alone are benefited from particular services, e. g., an 
assessment may be levied to supply a particular facility—• 
drainage—for particular abadi of a town. This should be 
distinguished from the assessment of the Land Bevenue in 
India. Fines and penalties are incidental sources of revenue. 
They are not imposed for revenue purposes, but to discourage- 
certain anti-social activities. An example of an indemnity is- 
the reparation payments made by Germany after the last wari 
of which India also got a share. Tributes paid by the Indian 
States to the Government of India also come under the same' 
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'Category. Income from ownership of certain lands is derived 
by the Punjab Government as " Extraordinary Receipts.'* 
Treasure troves always belong to the Government. 

The total income derived from all these'^beads except 
taxes—however only forms a small proportion of the total 
revenues of the state in most modern countries, taxes every 
where being by far the most important source of revenues. 

6, Taxation and Principles of Taxation. Taxation as 
'a.lready remarked is the most important source of public 
revenue. “ The essence of a tax,’* in the words of the Ameri¬ 
can Economist Taussig, " as distinguished from other charges 
by government, is the absence of a direct quid pro quo between 
the tax-payer and the public authority. It follows that a tax 
is necessarily a compulsory levy.** Quid pro quo is a Latin 
phrase which means “ something in return, an equivalent.*' 

A tax, therefore, possesses two distinctive characteristics ; 
'{a) It is a compulsory payment. The Government can force 
you to pay the tax if you are eligible for such payment; (5) 
there is no connection between the money paid in taxation by 
an Individual and the benefit received in return. The money 
goes to a common pool out of which expenditure is met accord¬ 
ing to the collective needs of the country. 

A good system of taxation may really be regarded as a 
device by which the state tries to bring about a more or less 
equal-distribution of wealth. It takes away money from the 
rich and spends it for the benefit of the poor by providing those 
amenities of life which the poorer people cannot afford to pro¬ 
vide for themselves. 

A good system of taxation must satisfy certain general 
principles. Adam Smith, the father of Political Economy, laid 
down four principles or maxims in this connection. They are 
called Adam Smith's canons of taxation. These are :— 

(1) Principle of Equality* “ The subjects of every state 
ought to contribute towards the support of the government, as 
nearly as possible, in proportion to their respective ability ; 
that is in proportion to the revenue which they respectively 

enjoy under the protection of the state.In the observation 

or neglect of this maxim, consists what is called the equality 
or inequality of taxation.** By equality Adam Smith means 
equality of sacrifice. 
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(2) Principle of Certainty. “ The fcax which each individual 
is bound to pay, ought to be certain, and not arbitrary. The 
time of payment, the manner of payment, the quantity to be 
paid, ought all to be clear and plain to the contributor, and 
to every other person. This may be called the principle of 
certainty. The neglect of this maxim causes hardship to the 
people and encourages speculation and corruption on the 
part of the state. 

(3) Principle of Convenience. “ Every tax ought to be 
levied as the time, or in the manner in which it is most likely 

to be convenient for the contribntor to pay.The neglect of 

this maxim causes waste of time and resources involved in the 
collection and payment of taxes and may stir the people 
against the state.’* 


(4) Principle of Economy. This principle means that the 
cost of realising the tax should be as little as possible. The 
neglect of this principle involves waste and puts unnecessarily 
heavy burden on the payers. 

To these principles subsequent economists have added 
others. These may also be just mentioned. 

(5) Principle of Productivity. A tax should produce suffi¬ 
cient revenue to justify its imposition, 

(6) Principle of Elasticity. The revenue should be capable 
of being increased with the increase in expenditure and de¬ 
creased with its decline. 


(7) Principle of Simplicity. The system should be simple 
which an average person can understand easily. 

(8) Principle of Uniformity. The tax system should be uni¬ 
form and not arbitrary both from the point of view of ad¬ 
ministration and that of the tax-payer. 

It may be impossible to make every tax conform to all 
these principles. But these should be kept in mind in impos¬ 
ing taxes, and should be followed as far as possible. Different 
kinds of taxes are open in varying degrees to the application of 
each of these principles. 

7. Classification of Taxes; Taxes may be classified from 
three points of view :— 


(а) Upon whom is the chax'ge made ? 

(б) How is the charge made ? 
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(c) "Who bears the burden ? 

(aj The charge of tax may be upon :— 

(i) Persons according to purchases made by them—fcaxea 
on the import or manufactui'e of commodities. 

in) Persons according to possessions—property tax. 

(m) Persons according to their incomes—income tax. 

(fe) The charge made may be in the form of : 

(t) Per head of population—poll tax. 

Ui) A lump sum—by issuing; licences, capital levy, etc. 

iiii) Proportional taxation—a certain proportion of income. 

{vi) Progressive taxation, the, rate of the tax goes on in¬ 
creasing with the rise in income. 

(c) (z) The burden of the tax may fall on the person who 
pay it. In other words, the ** impact ’* and the ‘ incidence of 
the tax may be on the same person. Such a tax is a Direct 
Tax *\ e.g.j income-tax. 

{it) The incidence may be on a person different from the 
• one who pays the tax. Such a tax is ** Indirect Tax”. Taxes 
on commodities are, generally speaking, indirect taxes. Their 
burden can be shifted‘to the consumers through the increase 
of prices. 

Of the various types of taxes, named above, proportional 
and progressive taxes, and direct and indirect taxes require 
more explanation. 

8. Proportional versus Progressive Taxation. When the 
tax rises in the same proportion as the income rises, the system 
is called proportional taxation. Every person pays the same 
proportion of his income as tax. For instance, if on incomes of 
Rb. 1,000 a year the tax is Ba 50, on incomes of Bs. 10,000 
it is Ba 500, and so on, income of Bs. 100,000 it is Ba. 5,000, 
and eo on, the tax is a proportional tax. In every case it is 5 per 
cent of the income. 

If the rate of the tax increases as the income increases, such 
a system is called progressive taxation. Suppose incomes of 
1,000 to 2,000 pay 2 per cent as tax; 2,000 to^5,000 pay 3 per 
cent, 5,000 to 10,000 pay 5 per cent and so on. Such a tax 
will be called a progressive tax. 

Progressive taxes are defended on the ground that the mar¬ 
ginal utility of higher incomes is lower and lower incomes 
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higher. If fehe tax is proportional it is said the poorer classes 
will bear a higher burden. Rs. 10 for a person with Rs. 100 
income IS much more valuable than Rs, 100 is for a person with 
^s. l.UOO mcome. As incomes increase more is spent on super- 
nuities. Hence a loss of the same percentage of a higher in¬ 
come IS not so painful as that of the same percentage of lower 
incomes. By adoption of the progressive principle burden of 
taxation is spread according to the ability of the persons to pay. 

Some say by this method equality of sacrifice is attained or the 
principle of justice is enforced. 

It is not, however, any particular tax that should necessari- 
ly 00 progressive in the interests of eQ[uality and justice, it is 

the taxation system as a whole which should ^aim atyLeauality 
and justice. “ 

Exemption from tO/XOttion* In a sound system of/ taxation a 
certain minimum income, regarded as essential for securing the 
necessaries of life, is exempted from taxation on the ground 
that taxing would cause a great hardship by curtailing the 
expenditure on necessaries. For the same reason taxes on com¬ 
modities which happen to be necessaries such as food, clothing, 
fuel, etc., are not looked upon with favour as these are likely 
to lower the standard of living by cutting down the con¬ 
sumption of these essential goods. 

9. Direct taxes. We have seen above that a direct tax 
is one of which the incidence (final burden) and the impact 
(charge) is on the same person. Charge does not necessarily 
mean collection, A tax may be collected from one person 
and paid by another. Yet it may not be indirect. For in¬ 
stance, in Great Britain landlords* property tax is collected 
from the occupier who in his turn deducts it from the rent. 
In the same way a duty on a commodity is not necessarily 
an indirect tax. The consumer may directly order the com¬ 
modity from abroad and hence pay the duty directly. . 

Let us consider the advantages and disadvantages of these 
two types of t ixes. 

As regards direct taxes the following advantages are claimed: 

(i) They are economical to collect. In other words they 
satisfy what is called by Adam Smith—-lihe canon or principle 
of Economy. The cost of collection is small. Similarly there 
is certainty of time and amount to be collected. The tax-payer 
knows when and how much he has to pay. 
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(«) Eiju^litiy of saorifice caa bs obtained by the applioa- 
tioa of the principle of progreseiou to direct taxes, tncouae 
tax in usually progressive as in India. As it is not diflioult 
to know on whom the burden is falling the tax can be 
adjusted to the oircunastiuaes of the payer, a.( 7 ., deducted 
from the salary of a Govt, servant. 

(m) Direct taxes are elastic. As the population and 
wealth increase the yield of these taxes also increases. A 
direct tax can be easily raised and lowered according r.o the 
needs of the Exchequer. 

(iv) The payers of direct taxes know that they a#e paying 
taxes. This develops civic oonciousness and people begin to 
take interest in the way their money is spent. This avoids, 
wasteful expenditure ou the part of public authorities. 

The disadvantages of direct taxes may also be noted. 

They cause inconvenience to the payer. It is difficult 
to pay taxes in lump. Then filling of rettjrns is a dilficult 
matter. These diOiculbius could, ^ howover he reruoNred hy 
payments in instalments and simplification of forms. 

(n) They are subject to frequent evasions. Evasions, 
however, can be checked or made rare by repressive law. 

On the whole advantages over balance the disadvanbai^es 
in the case of direct taxes. 

' 10, Indirect Taxes. Advantages of indirect taxes are 

given below :— 

(а) They are convenient both to the Scate and the tax- 
payor. Trie Bt-ate collects blie tax at the time of import of 
manufacture in lump while the consumers pay in small amounts 
as part of the price and thus feel little burden. 

(б) Taxes on commodities with inelastic demand nocee- 
saiies) are elastic. Revenue, therefore, can be increased and 
even very poor consumers who do not pay direct taxes can 
be reached.. 

(c) Indirect taxes cannon be easily evaded. They are 
paid as a part of the price of the article. 

{d) Bv nViis method of taxation consaniption of harmful 
articles and drugs can bo discouraged, e g., Excise on liquors 
in the Punjab. 

Disadvantages of indirect taxes, however, should not be 

overlooked. 
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i.a) They are regressive—fall more heavily on lower in- 
oome groups—as contracted with progressive taxes. 

The revenue is uncertain. The demand for no com- 
naodity is absolutely inelastic. With a higher price oonsump* 
tion may be reduced. 

(c)^ It is difficult to note the ultimate burden or incidence 
of indirect taxes. Hence, the social objects of taxation—re-' 
duction of inequality of incomes—cannot bo achieved. 

{d) The cost of collection is generally high. The con¬ 
sumer p^s much more than the State receives. Each middle¬ 
man adds something to the price. A pice is added even 
" when the tax is only a fraction of a pice, which cannot be 
charged. 

(e) When levied on raw materials they raise the price of 
finished products and cause inconvenience to manufacturers 
and traders. Price is raised usually to a higher level than 
IS justified by the tax. The Taxes on raw materials are considered 
unsound as these discourage industries and lower production. 

(f) Indirect taxes are not felt by the payers and hence 
do not develop civic consciousness. On the other hand they 
are likely to make the public authority careless in the matter 
of expenditure in the absence of popular check. 

In practice, however, the taxation systems of countries are 
a mixiire of direct and indirect taxes. Different types of 
taxes are imposed to suit different pockets and to reach 
different classes of people. A mixed system of taxation is the 
best. 


SUMMARY 

Public FioaDce . is concerned with the study of the revenues and 
the expenditure of the state. 

Functions of the State. Individualists favour tho reduction 
of the functif.DB of the state to the minimum, while socialist would 
like to give to the slate tbe entire management of the economic life. 
There has been great increase in the activities of the state in the 
recent times. Functions of the state may be classified into three : 
proteciive. commercial and developmental. 

There are important difierences between the finances of in¬ 
dividual and the states. An individual adjusts his expenditure to his 
income, state adjusts income to expenditure. Saving is very impor¬ 
tant for an individual ; but for the state it is against all principles 
of public finance __ 


PUBLIC PINANOB 


a9i 


To carry on the functions satisfactorily the state needs vast 

Bums of money* 

Pablic Revenue. Sources of public revenue fall under five 
heads: taxes, fees, prices, fines, and income from stale property, ihe 
first three are compulsory, but not the fourth- 

Taxation and Principles of Taxation. Tax is the most im¬ 
portant source of public income. It is a compulsory payment and it 
dros not involve any direct qiUd pi o quo. A good tax 
satisfy the following principles; principles of equality. 
convenience, economy. productivity, elasticity, simplicity a 

focmity. 

Taxes have been classified variously 

Proportional Vs, Progressive Taxation. Under proportional 
taxation tax rises in the same proportion as income. In case of pro¬ 
gressive taxation the rate of tax increases with the 
come* This system is followed in most of the progressive countries 
To avoid hardship a certain minimum income is exempted trom 

taxation. 

Direct Taxes : A direct tax is one of which the incidence and 
the impact is on the same person. Its advantages are : ecoDomy in 
collection, equality of sacrifice, growth of consciousness and presence m 
elasticity. But it causes inconvenience to the payer and leads »o 
freqnent evasions. 

Indirect Taxes. They are convenient bith to the payee 
to the state: they cannot be easily evaded ; they can touch 
every individual; they can be made to discourage the consumption . 
of harmful articles* But their disadvantages are many* ihey ate 
regressive, uncertain, inelastic, and expensive. They do not develop 
civic consciousness. Nor their ultimate burden can be easily esti¬ 
mated. 

EXERCISES 

1. Bring out the main differences between individual and 

state finance. 

2. What are the main sources of public income. Bring oat 
their important features. 

9. Explain fully the principles of taxation. 

,4. Why is a progressive tax system preferred ? give xoasons 
in support of your answer. 

5. Discuss the merits aod demerits of direct and indirect 
taxes. 
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DESCRIPTIVE ECONOMICS 

Chapter I 

HUMAN WANTS & THEIR SATISFACTION 

1. Introduction. In the first part of this book we have 
discussed the various problems connected with the study of 
economic theory. In this part we intend to study the problems 
connected with descriptive economics. Economic theory and 
descriptive economics are the two main branches into which the 
study of Economics as a whole has been divided. These two 
branches are very closely related to each others, so much so that 
they represent two different aspects of the same subject. It is 
not an exaggeration to say that without the study of either one 
of these branches, the study of Economics, as such, would 
remain incomplete. 

Economic theory deals with general principles underlying 
human conduct in relation to wealth. It studies the various 
laws governing consumption, production, exchange and distri¬ 
bution of wealth. In descriptive economics we have to study 
actual facts of economic life. The study of economic theory 
enables us to have proper appreciation and understanding of 
the various problems confronting us in our everyday economic 
life, which it is the task of descriptive economics to state. It 
is, thus, evident that the study of economic theory lays the 
fouridations for the study of descriptive economics. Hence, the 
justification for studying economic theory before embarking 
upon the study of descriptive economics. 

Z.'^^cope of Descriptive Economics of India. Before 
taking up the study of descriptive economics of India we must 
understand its nature. Descriptive economics is not merely 
the application of general principles (studied in economic 
theory) to the problems of our economic life. It is, rather, a 
dispassionate study of such problems in themselves. Reference 
to economic theory may have to be made but it is only to 
clear the issue at hand. The knowledge of general principles of 
economics has to be kept in the back-ground and on the basis 
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of this knowledge we have to study economic facts of our everv 
day life—hard realities of our daily experience. 

What does the study of descriptive economics of India 
include ? It includes, as we have already stated, the study of 
the problems of our everyday economic life. We shall, there¬ 
fore, start with the study of the nature of wants of the people— 
rural and urban—and then pass on to the study of the means 
of satisfying such wants. In this connection we shall study the 
natural and human resources of India with special reference 
to our own Province. We shall, then, undertake the study of 
the problems facing the Indian farmer, such as the distribution 
of crops, problems of land irrigation, division of agricultural 
produce and rural debt. Having done that we shall pass on 
to the study of industrial conditions prevailing in our country 
and in this connection we shall enquire into the distribution 
and development of our industries, factory system of production, 
etc. This will lead us to an enquiry into the manner in which 
goods produced by our agriculture and industry are marketted. 
We shall, therefore, study the means of transport and communi¬ 
cation markets—national and international — where they are 
sold and purchased, and banking institutions which assist in 
financing all such ventures. We shall, then, be in a position 
to make an estimate of our national income. Finally we shall 
study the nature of our public finance. 

In a nut-shell, the study of Indian descriptive economics 
includes the study of the national and human resources of India, 
her agriculture, industry, trade, banking, and public finance. 

3- importance of the study of Descriptive Economics. The 

study ot descriptive economics is important, because it throws 
light on the working and efficiency of onr economic institutions. 
In the light of this study we are able to see just where we 
stand, i. e., what use are we making of material resources, why 
do we fail to derive full advantage out of nature’.*? bounti'^s 
offered to uS; and how can we improve our lot. The study of 
Indian descriptive economics enables us to make comparison of 
our economic conditions with those prevailing in advanced 
countries of the world. On the basis of such comparison we 
can proceed to find remedies for our economic ills. The main 
aim of this study is to find ways and means of improving the 
economic welfare of the masses, so that they may also enjoy 
those comforts and luxuries as are enjoyed by the people of 
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other countries. This can be done only if we have a first-hand 
knowledge of the conditio-.s prevailing in this country, and it is 
for this purpose that we have to undertake the study of 
descriptive economics. 

4. '-'^ants and their Satisfaction. 

all human beings have wants which they are anxious to satisfy. 
Most of their activities are directed to the satisfaction of these 
wants. The number and nature of wants vary with the nature 
of the society to which they belong. In primitive societies, for 
instance, wants are simple and few. Primitive man lives in 
caves or simple huts constructed out of grass, he wears next to 
nothing, eats whatever he can find in nature in the way of 
fruit, game or herbs. With the advance of civilization man’s 
wants increase in number and variety. Houses, clothes and 
food required are of higher and higher qualities. 

As watits increase their satisfaction involves greater and 
greater human organization. Man has to co-operate with his 
fellow men for the production of goods and services for the 
satisfaction of his growing wants. Wants thus lead to orga¬ 
nized work and ultimately to satisfaction of wants of all. 

Not everyone, however, has to undertake work in order to 
satisfy his wants. Children, very old people and invalids, may 
not be required to work. There are in addition some parasites 
on society who do not work, and live upon the labour of others. 
These are thieves, and such other people as sadbus, faqirs and 
such owners of property who do not contribute anything to 
the wealth of the country. The number of such people in India 
unfortunately is quite large. 

Leaving out such people, however, the average person has 
to work in order to satisfy his wants for the necessities, comforts 
and luxuries of life. 

5. j^^essaries. In the earlier stages of human existence, 
we have seen, wants were few and simple. In India even 
to-day there are people whose wants consist of only a few 
primary commodities which provide them with food, clothing 
and shelter. Without these human life would be impossible. The 
power of an individual to satisfy his wants depends upon the 
means that he can command. If a vast majority of our people 
have fewer wants it is because their means are extremely 
limited. These means are limited because thev either cannot 
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or do not produce enough wealth. Thus people who are poor 
have to content themselves with mere necessities of life. 

6* Comforts. With improvement in the economic 
conditions of the people there comes an increase in the number 
of wants. The latter wants, however, ar^. different in nature. 
As income rises the primary needs of existence no longer 
satisfy us and we begin to look for something more, perhaps 
a book, a fountain pen or even a bicycle. These goods are 
not absolutely essential, but certainly go a long way towards 
making life comfortable. In India, we have very few people 
who are in the happy position of being able to provide certain 
comforts for themselves. A vast majority of them consider 
themselves lucky if they can procure the barest needs of 
existence. Those living in urban areas have come to acquire 
a better appreciation of the comforts of life. But our rural 
population still looks upon these as superfluous. There are 
certain articles which even the villager has begun to look 
upon as necessaries, although these are not really so. For 
example, articles like tobacco, and tea so commonly used in 
our villages can at best be considered as conventional neces^ 
sanies. It is doubtful whether these can in any sense be 
regarded as comforts, because far from making life comfortable 
they a^Juhlly prove injurious to health. 

7. Luxuries. As human beings leam the art of living, 
under the progressive influences of civilization, their wants 
multiply still further. In fact, this process goes on endlessly. 
It is very seldom that we reach a point beyond which no further 
increase in wants is possible, unless of course, through some 
mysterious influence, we become ‘Sanyasis’ or ascertics aiming 
at reducing our wants. In India there are some people who 
adopt such an attitude towards life and thereby hinder the 
course of economic progress. As a rule, w'ants and more wants, 
leading to growing activity is the essence of civilization 
Having made our life more comfortable we try to make it still 
more comfortable, provided of course, we have the means of 
doing so. This is how luxuries make their appearance, after 
we have had the necessaries and comforts. Very few person 
in India can afford luxuries. It is only the well-to-do people 
who are in the fortunate position of enjoying luxuries like 
motor-cars, radio sets, etc. 

8. Standard of Living. It goes without saying that all 
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the things that we desire, whatever their nature, cannot be 
had for nothing. We must give something in return. This 
something is usually money, although it need not necessarily 
be so. In order to have our wants satisfied we must possess 
the means of getting the goods and services that we need. 
Our power to buy goods and services places limits on our 
wants and therefore determines our standard of living. Those 
who live well possess the means of satisfying a larger number 
of wants and those who do not must submit to a lower 
standard of living. The differences in the standard of living 
divide society into different classes. We have the rich, the 
middle-class and the poor. The rich can afford to have certain 
luxuries and comforts in addition to the necessaries ©f life. 
The middle-class can have necessaries and perhaps a few 
comforts also. But the poor classes can merely have the 
necessaries of life. In India, the population is mainly rural, 
and rural people are extremely poor. The average income of 
an Indian is supposed to be about Rs. 65 per year, even at a 
liberal estimate. Being poor, the villager can hardly afford 
to get his essential requirements ; in other words, he must of 
necessity keep his wants restricted, which means that his 
standard of living has to be low. He has not the means to 
indulge in luxuries, like going to a cinema or a ride in a 
motor-car. 

In this connection we must not overlook the fact that 
luxury is a relative term. What we in this country look upon 
as a luxury may be necessary in a ‘country of millionaires.' 
In America for instance most of the ordinary working class 
family possess cars. Again, as people become more prosperous, 
luxuries come to be regarded as necessaries. So that the 
luxuries of today might easily become the necessaries of 
tomorrow. For example not very long ago, motor cars in 
India could be enjoyed only by a handful of people mostly 
princes , today most of the upper middle-classes also find it 
possible to own cars. Increased expenditure 011 luxuries, and 
comforts is an index of prosperity. India being a poor country 
the use of luxuries and comforts has remained strictly limited 
and the standard of living of the people in general is very low. 
A rise in the standard of living will come only when we can 
bring about an increase in our "per ccpita income which in turn 
would depend upon the increase in the national dividend. 
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An Important fact which deserves notice in this connection 
is, that in the matter of food—the primary necessary of life— 
our people observe the utmost simplicity. Food is unvaried 
and simple and is consumed more or less in its natural form. 
Combined with this is the fact that the people are mostly 
vegetarians ; which means that their diet is lacking in certain 
vital essentials. This has unfavourable effects on their health 
and physique. 

9. Articles of Daily Consumption of an Indian Villager. 

An average Indian villager can hardly make two ends meet in 
view of his meagre income. It is therefore merely possible for 
him to buy the barest necessities of life, luxuries and comforts 
are beyond his reach. In respect of most of their requirements 
our villagers are self-sufficient. They buy very few articles 
from the outside world, article like medicines, lamps, kerosine 
oil, etc. Most of their income goes towards meeting the 
expenditure on food. In this connection it is interesting to 
examine the biulgets of certain peasant families. These show 
that more than two-thirds of their income, on the average, is 
spent on food alone. We have a very interesting survey by 
Prof. Kartar Singh (1932-33) published by the Punjab Board of 

p:conomic Incjairy, of the expenditure of tenant cultivators in 
the Lyallpui district. The conclusion indicated by this study 
is that most of our cultivators find it difficult to live within 
their incomes. Tlie average income per family examined was 
found to be Rs. 415 per annum as against an average expendi¬ 
ture of Rs. 479. The defreit ill all probability had to be. met 
by resort to borrowing. That was, no doubt, a particularly bad 
year due to an excessive fall in prices. But the figures are still 
important. They show that our agricultural classes live on the 
bare margin of existence. 

Coming to the actual pcrceutage expenditure on various 
items it is found that 64*3 per cent, was spent on food and 20*7 
per cent, on clothing. Other items were, travelling 6 per cent, 
social ceremonies 11 per cent, and Amusements i'6 per cent. A 
very trifling amount of o — i per cent, was spent on education. 

It may be observed here, that the food of the Indian villager 
comprises of one of the im.portant staples like rice, wheat _ and 
maize Then there are the pulses which are used alternatively 
wirli vegetables. Some of the well-to-do farmers may consume 
some meat occasionally. Milk and milk products are consume 
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by a much larger number of farmers. Fruit is a luxury which 
verj’ few can afford. It may, therefore, b<» concluded that 
staples combined with milk and milk products account for the 
bulk of the expenditure under the heading of food. Delicacies 
like Halva, Khir, Polao are indulged in only on special occasions. 

In the matter of clothing our villagers are not at all fasti¬ 
dious. Their dress is made of very simple and in-expensive 
material generally coarse Khaddar. Imported cloth has to a 
certain extent replaced the cloth made by the village weayer, 
because of its cheapness and attractive designs. Broadly speak¬ 
ing, the villager still continues to prefer the goods made by 
his own village weaver. 

10. Standard of Living of a Townsman. In urban areas 
imported articles are more in evidence, even among the poorer 
classes. As a rule, a worker in an urban area gives a little more 
attention to his dress and keeps a separate outfit for special 
occasions made out of showy material. 

Kxpenditure on entertainments takes the form of money 
spent on sweets etc., on the occasion of fairs and festivals. The 
urban people may also spend a liti^le sometimes on a cinema 
show. 

It is a regrettable fact that tobacco has come to be regarded 
as a necessit 3 ^ by the rural as well as the urban people. The only 
difference being that those living in the urban areas consume 
it in the form of cheap cigarettes and biris whereas in the 
villages it is consumed througli the medium of the familiar 
hukka. Thus it appears that the influence of Western 
civilization has had its effects more on the ways and habits of 
the urban than on the rural population. 

Another tendency which we cannot help noticing is the 
extensive and ever increasing use of tea which is taking the 
place of milk. Its effect on the health of the people is bound 
to be injurious. The use of tea in the villages is probably due 
to the influence of those who have served in the army and have 
returiied to the villages and brought with them the habit of tea 
drinking. 

We give beiow the family budget of a worker living in a 
town showing how he distributes his income over various 
items :— 
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Family budget of a tanner of Lahore. 

T-otal income : Rs. 25 per mensem. Size of the family ; 4*2 
Average expenditure on various items :— 


Food 

Clothing 

House rent 

Miscellaneous (under this come the charges of 
the washerman, barber, mulla and other 
petty expenses) 

Savings (from tliis interest charges on loans are 
to be paid) 

Deductions by the employer on account of the 
advances outstanding 


Bs. a. p. Per cent. 
12 8 U 50 

2 0 0 8 

18 0 6 


2 8 0 lU 

18 0 6 

5 0 0 20 


Total ... 25 0 0 100 

It may be noted that the expenditure on house rent is a 
feature peculiar to the family budget of a townsman. This 
item dges not appear in the family budget of a villager. 

11. Cost of Living and Prices. It is not difficult to under¬ 
stand that for people with limited means the prices of articles 
of daily use ar^ a matter of great concern. If prices rise and 
their incomes remain the same, thej^ stand to suffer in so far 
as they are forced to curtail their consumption which is already 
very low. On the other hand, a fall in prices enables them to 
buy more in terms of goods and services with the same amount 
of money and thus proves beneficial. 

Changes in the price level leading to changes in the cost of 
living are worked out by constructing a table of Index 
Numbers. It records prices at different dates, and thus gives 
a comparative idea of the changes in the cost of living. 

The following table compares the changes in the working 
class cost of living in some of the important towns of India 
during the war period :— 


Workhig Class Cost of Living Index Numbers. 



Base August 1939 — 

100 . 





Month 

4 

OF Makcu. 


> 


1945 

1944 1943 

1942 

1941 

1940 

Bombay 

214 

215 193 

13(» 

113 

105 

Ahmadabaii 

256 

282 237 

132 

108 

107 
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1945 

1944 

1943 

1942 

1941 

1940 

Sholapar 

267 

275 

219 

182 

108 

103 

Cawnpore 

302 

294 

246 

150 

106 

109 

Nagporc 

247 

273 

262 

138 

108 

105 

Jabbulporu 

281 

320 

278 

185 

121 

109 

Lahore 

303 

292 

254 

145 

109 

110 

Madras 

229 

205 

173 

117 

110 

107 


The index numbers given above show that during recent 
years, on account of the conditions brought about by the war, 
there has been a considerable rise in the cost of living of the 
X^eople. This development has affected the townsman more 
unfavourably than the villager. The villager produces most of 
his requirements at home and those who have surplus to sell 
have gained considerably due to high prices. The average worker 
in towns has suffered greatly. Wages have risen very little while 
cost of living is much higher than it was before the war. His 
standard of living has thus correspondingly been curtailed. 

Apart from the factor of war, which is of a temporary nature, 
the foregoing discussion brings out certain important conclusions. 
Firstly, that our rural population which forms an overwhelming 
maiority leads a very simple life. Secondly^ that our villagers 
still produce most of the things they require and get very little 
from the outside world. Thirdly^ that the standard of living of 
the people in general is extremely low due to their poverty and 
meagre resources. To raise the general standard of living by 
improving the economic condition of our people is the most 
important problem with which we are faced at present. This 
is our chief problem, war or no war. 

12. Family Budget and its importance. Now that we have 
studied the various articles of daily consumption of our villagers 
and townsmen, we are in a position to define what a family 
budget is and what is its importance. 

A family budget is a detailed statement of the income and 
expenditure of a family during a certain period of time, usually 
a month or a year. It tells us how the total income of a family 
is distributed on the purchase of various articles required for 
the maintenance of t le family. 

The study of family budgets is very important to the stiident 
of Economics. It enables him to ascertain the standard of 
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living of the people in general and of a given class of people in 
particular. He is able to see whether the income of the given 
class of people is wisely and judiciously spent or not and can 
suggest improvements. 

The politician and the social reformer can also secure uceful 
information from the study of family budgets and they can 
guide the activities of the state, and society along sound lines, 
with a view to improve the standard of living of the masses. 

To the family man himself, the importance of the faniUy 
budget is also great. It enables him to keep a watchful eye on 
the various items of expenditure incurred on the purchase of 
different articles. He is, thus, constantly, reminded about 
cutting his coat according to the cloth, i.e., to distribute his 
income over the various items of expenditure judiciously and 
carefully so that he neither runs into debts nor unduly curtails 
the consumption of his family. 

Summary of Chapter 1. 

1. Descriptive Economics and its importance for India. Descriptive 
Economics is closely related to economic theory. The latter deals with 
principles underlying human conduct in relation to wealth, the former studies 
actual fads of economic life. The knowledge of general principles helps in 
tlio understanding of actual problems of economic life. 

The study of Descriptive Economics of India includes the study of the 
nature of our wants, our natural and human resources, problems of agriculture 
industry, trade and finance, currency and banking. 

Its importance lies in the fact that it throws light on the working of 
our economic system, allows us to compare our economic conditions with those 
of other countrie.s and thus suggests means of improving the living standards 
of the masses. 

2. Human wants and their satisfaction. Human wants are unlimited. 
Their number and nature varies in different countries and with diflerent classes 
of the same country. Wants for necessities are most px*essing, comforts and 
luxuries come afterwards. Indian masses can haidly get necessaries ot lite. 
Their standard of living is very low. 

3. Articles of Daily consumption. The Indian villager uses very 
.simple food and clothes. .Most ol his needs are satisfied by productions in the 
village. Major portion of his income is spent on food and other necessities 

of life. 

The townsman uses iiioxo of foreign and fancy goods but the standard of 
living of the poorer classes in towns is also quite low. Our main px'oblem is to 
raise the standard of living of the masses. 

4. Cost of living and Prices. Cost of living depends upon prices. It 
falls if prices rise and rises if prices fall. The war has considerably increased 
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the cost of living of the people. Poor people have suffered most. Cost ol 
living can be measured by the help of index numbers. 

5. Importance of family Budgets. A family budget shows the income 
of a family and how it is spent, A study of such budget gives an idea of the 
economic position of the class of people concerned. It serves as a guide to the 
economist, the politician, the social reformer and the family man himself. 


Exercises. 

1. “Descriptive Economics is the application of general principles of 
theory to the problems of economic life.” Comment. 

2. Write a note on the scope and importance of the study of the 
Descriptive Economics of India. 

3. Distinguish between Necessaries, Conventional Necessaries, Comforts 
and Luxuries. In what sense ai'e these terms relative. 

4. What do you understand by standard of living ? Bring evidence to 
show that the .standard of living of the Indian masses is low. 

5. What is cost of living,? Uow can you measure changes in the cost o 
living? Give a concrete example. 

6. What is a family budget ? What are its practical uses ? 


Chapter ll 


i 1 

NATURAL RESOURCES OF INDIA & THE PUNJAB 

I 

1. Introduction. In order to raise our standard of living, 
it is necessary that our natural resources should be properly 
exploited. What are the natural resources available to us in 
India and the Punjab ? We must take stock of our natural 
resources to know the possibility of economic development in 
this country. The chief natural resources of India and the 
Punjab consist of our forest wealth, mineral resources, auimal 
and power resources. 
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(n) offering protection against cold dry winds by blocking 
their way ; 

^ (Hi) affording shelter to the large number of wild animals ; 

(iv) and finally imgroving the look of the country side. 

In a country like India where agriculturists constitute the 
bulk of the population, forests have a special importance for 
grazing the cattle and as an important factor in determining 
rainfall. Their conservation and proper administration therefore, 
is a matter which deserves the utmost attention. 

It was about 1855 that the Government began to feel that 
forests were being subjected to a rapid process of destruction, on 
account of the increase in population and the demand for timber 
on the part of the railways. Steps had therefore, to be taken 
for their conservation. This led to the appointments of Con¬ 
servators of Forests in the Provinces. The Forest Department 
of the Government of Indih was properly constituted in 1864 
under the Inspector General of Forests. 

At present about one lakh square miles or more than ii per 
cent, of the total area of British India is under forests and as 
such is under the administration and control of the Forest 
Department. Forests are mostly located in the hills. (See map 
on P. 12 ). 

In 1894 forests in India were classified by the Government 
into the following four classes :— 

(1) Those important for climatic reasons. 

( 2 ) Those valuable for the supply of timber. 

( 3 ) Those meant for supplying the inferior kinds of wood 
and fuel. 

( 4 ) Those meant to serve as grazing grounds. 

Now the forests are classified on the basis of their use under 
the following heads :_ * 

(1) Reserved —Those maintained for the supply of timber 
and fire-wood. These extended over 107,000 sq. miles 
In 1941 . 

( 2 ) Unclassed —Those open to the use of the public subject 
to the conditions laid down by the Forest Department, 
These extended over 135,7000 sq. miles in 1041 . 
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( 3 ) Protected —Those in a state of transition and under 
preparation for being classed as reserved. These extend¬ 
ed over 6,200 sq. miles in 1941 . 

The Forest Department is entrusted with the important 
functions of conserving the forests and increasing their yielding 
capacity. The Forest Research Institute at Dehra Dun 
undertakes, important investigations with a view to discover 
new uses for forest products. 

Indian forests have great economic value because they pro¬ 
vide direct employment in various forms to a considerable 
portion of the population, such as carters, wood-cutters, sawyers, 
etc. Apart from these they create employment indirectly for a 
large number of people in the industries which depend on forests 
for their raw materials. 

A conference of foresters was held at Dehra Dun in 194 ^* 
revealed how India could be independent with regard to forest 
products. India depended on Burma for teak, and America for 
ash a,nd hickorv. Even for handles for tools India depended on 
foreign countries. Efforts are being made to make India 
independent in all such respects by utilizing Indian produced 
wood under scientific guidance. In I939"40 India imported 
wood to the value of Rs. 2 , 15 , 00 , 000 . 

3. India’s Other Resources. Mineral resources. India's 
mineral resources are also full of great possibilities ^^d can 
provide the basis for the development of a number of metallurgi¬ 
cal industries But somehow the Indian mining industry has 
not been properly developed. It has been carried on a small 
scale, in the belief that the mineral deposits are not rich enough 
to be worked profitably on a big scale. The last great war by 
creating the need for certain minerals led to their production 
and the present war has given a further stimulus. 

Among the important minerals worked on a commercial scale 
are : coal, iron, petroleum, lime-stone, gold and mica. 

The map on the next page shows the distribution of some 
important minerals in India. 

We may say a few words about the most important among 
them. 

Coal. This is a very important mineral since it forms the 
basis for most of the industries. India’s coal-fields came to be 
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worked commercially when there arose a keen demand for coal 
on account of the construction of railways in the second half 
of the last century. 

Most of the coal produced in India comes from Bengal, Bihar 
and Orissa. 

As industries have developed, there has come about an 
increase in the demand for coal. This ha'? led to the curtail¬ 
ment of exports and a rise in home consumption. Railways 
continue to be the chief consumers of India’s coal. The last and 
the present war have given a good deal of stimulus to its 
production. 

Recent investigations have shown that the quantity of good 
quality coal found in India is limited and the bulk of the coal 
available is of poor quality. 

In 1938 India produced 28*3 million tons of coal which was 
valued at Rs. 10 6 crores. 

Iron. Production of iron in a crude form has been carried 


on in India from 
times immemorial. 
The industry w'as in a 
flourishing condition 
before the imports 
from Europe affected 
it adversely. 

The establishment 
of iron mining indus¬ 
try on modern lines 
may be said to date 
from 1874. 

The most impor¬ 
tant iron deposits are 
to be found in Bihar 
and Orissa. The 
Mysore State has 
some iron ore depo¬ 
sits which are being 
worked. 

It is hoped that 
as India’s deposits 
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as India s deposits are properly exploited and worked 
scientifically, the dependence on foreign countries in respect of 
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iron will become unnecessary and India will come to be rank¬ 
ed among the important iron producing countries of the world, 
in the production of iron ore India occupies the second position 
in the British Empire. The Bengal Iron Co., lytd., with its 
works at Kulti, the Indian Iron and Steel Co.. Etd., with their 
works at Asansol and the Tata Iron and Steel Co., Ltd., at 
Jamshedpur are the important concerns which make use of 
iron ore. 

In 1938 India produced 2'7 million tons of iron ore valued 
at Rs. 45-5 lakhs. 

Manganese. This is an important mineral used in certain 
processes of steel manufacture and in the electrical and glass 
industries. Central Provinces are the largest producers of 
manganese. Madras and Bombay Provinces also contribute a 
fair quantity. The value of the total quantity produced in 1938 
was nearly four crores of rupees. A little less than half the 
quantity produced is exported. India’s position as the producer 
of manganese in the world is second only to Russia. 

Gold. Gold is produced in very small quantities, only about 
three per cent of the total world’s output. About 98 per cent, 
of the gold produced in India is found in the Kolar mines m 
Mysore, the rest comes from Auautpur in Madras Presidency* 
The total value of gold produced in 193^ was a little over three 

crores of rupees. 

Petroleum. Our resources in petroleum are insignificant 
amounting to about one tenth of one per cent, of the world 
production. More than 85 per cent, of the quantity produced 
in India is contributed by Assam ; the rest comes from tne 
Punjab and Baluchistan. The value of petroleum produced in 

1938 was Rs. 165 lakhs. 

After the separation of Burma India has now to import 
large quantities of motor spirit and kerosene oil from outside 
Previouslv most of the petrol required, about 60 per cent, had 

to come from Burma and the rest from other countries. Ihus 

even before the separation of Burma we could not meet our 
entire requirements at home, and foreign imports were neces¬ 
sary With the Japanese occupation of Burma an important 
source of supply disappeared. Hence was felt the difficulty o 
obtaining the requisite quantity of motor-spirit and Kerosen 
oil. Now that Burma is re-conquered it is hoped this source 

wiil be loade available again. 
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Mica, With the developments in wireless telegraphy, 
electrical and aeronauticnl industry, mica has come to occupy a 
position of great importance. It is used as an insulating medium. 
During the present war it is being used on an extensive scale. 

India is an important producer of this useful mineral, con¬ 
tributing over three-fifths of the world’s supply. It is found in 
Bihar, Madras, Travancore and Rajputana. Almost the whole 
of production is exported to Great Britain, U. S. A.. Germany 
and France. The value of annual output is little less than 
Rs. 2 crores. 

Salt. It is produced in two ways, firstly by evaporation 
from sea water, and secondly from the salt mines. About sixty 
per cent, of the salt produced is obtained by evaporation. India 
is capable of producing enough salt to meet four-fifths of her 
annual demand. The rest is imported from Aden, 

Important sources are the coasts of Madras and Bombay 
provinces and Khewra mines in the Punjab. It is believed that 
if properly exploited and developed India's resources can yield 
enough supply to make her self-sufficient in respect of this 
important necessity of life. 

In 1938 about lYa million tons of salt was produced in India, 
Its value was over R&. 95 lakhs. During that year India 
imported salt to the value of over Rs. 41 lakhs mostly from 
Aden. 

Building Stones^ Lime and Cement making Materials. All 
these are available in almost unlimited quantities. Among the 
building stones, sand stone is the most important and has been 
used in a number of the old buildings. It is found largely in 
the Viudhya Range. Limestone, marble and slates are also 

available in the Central Provinces and Southern India in con¬ 
siderable quantities. Cement making materials, such as chalk 
and clay, are found extensively. The cement made out of these 
IS of high quality and compares favourably with foreign brands. 

4. Animal Resources. ludia is essentially an agricultural 
country Cattle is intimately associated with agriculture We 
have a large variety of cattle ; some of these unknown in other 
parts of the world. Cows and buffaloes are well known as 
milch-cattle. Then there is the bullock supplying the motive 
power for agriculture. Mechanical power and horses, so familiar 
in other countries, are seldom used for this purpose. Sheep and 
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goat, among other things, supply valuable manure, artificial 
manures being practically unknown. Again there is the donkey 
and the camel, used as pack animals, providing transport in the 
absence of other modern means of transport. 

According to the latest cattle census taken in 1940 there are 
in British India (excluding U. P., Bihar and Orissa) no million 
heads of bovine cattle, made up roughly of about 87 million 
heads of oxen and 23 million heads of buffaloes. 

It has been estimated that the number of sheep in India is 
more than 4V2 crores. 

Although there exist some excellent breeds of cattle in the 
country, on the whole the general quality is very poor. The 
cultivator has to maintain many superfluous cattle to make up 
for inferior quality. Better breeding and better feeding and 
prevention of disease are the measures which should be tried 
on a large scale to improve our cattle. Some steps have already 
been taken by the government in this connection. 

5. Sources of Power. In order to make full use of our 
resources we must have sources of power. Without power 
modern industries cannot come into existence. We have already 
spoken of coal and petroleum as the important producers of 
power. Wood fuel has also been referred to in connection with 

forests. 

It only remains now to make a mention of water power. 
Water power has a peculiar importance, because of its cheapness 
and inexhaustibilitv. Coal, oil, wood, etc., cannot be drawn 
upon over an indefinite period. Therefore, the development of 
water power deserves serious attention. Hydro-electric power 
schemes have in recent years attracted a good deal of attention. 
The first Hydro-electric installation was set up on the Cauvery 
river in 1902 Later the Kashmir State set up a similar 
installation on the Jhelum river. The Tata Hydro-electric 
scheme started in 1915 marks a great advance in the direction 
of the utilisation of water-power for industrial purposes. The 
Mandi Hydro-electric scheme in the Punjab, which started 
operating in 1933. is another big venture, full ot possibilities, 

India is capable of generating water power at a cost lower 

than that of any other country in the world, i.c., at about o*I 

anna per unit. It is believed that India has not exploited even 
one per cent, of her water power resources, which are second 
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only to U.S.A. in respect of their possibilities. It has been 
estimated that the minimum flow of Ihe seven great rivers 
eastward from the Indus is capable of yielding not less than 3 
million H. P. (horse power) from every 1000 feet of fall from 
the Himalayas. The same applies to rivers in other parts of 
India. 

The development of hydro-electric power would not only 
give considerable stimulous to industrial development by making 
cheap power available, but will also make possible the extension 
of irrigational facilities for agriculture through electric water lifts. 

It is not too much to expect that a time is bound to come 
when every village in India will have the benefits of electricity. 
Russia is planning to reach such an ideal during the next 10 to 
15 years. The chief obstacle so far in India has been finance. 
But when it becomes possible to have the countryside dotted 
with power stations, then the life in villages will become comfort¬ 
able, and the cultivator will have the assistance of electricity 
in his industry. Other industries will find it possible to esta¬ 
blish themselves in rural areas, thus opening out new avenues 
of employment for the agriculturists. 

After surveying the natural resources it is clear that nature 
has been extremely bountiful to this country. But, paradoxical 
as it may appear, the people of India are stricken with poverty. 
It is described as a rich country with poor people. This is, 
because we have not made the best use of what nature has 
placed at our disposal. The most important problem which 

we have to face is that of removing this poverty in the midst 
of plenty. 

6. Natural Resources of the Punjab-Forests. It lias been 
said m another Chapter that agriculture is the most important 
of all industries, and the biggest single source of the wealth of 
the Punjab. But the province is not altogether without its 

which can lead to industrial development, even 
though on a limited scale. 

Forests constitute the most valuable gift of nature. The 
area under forests was 6*7 per cent, of the total areas of the 
Province in 1037-38. These are mostly to be found in the hilly 
tracts. Due to the lack of means of transport full economic 
benefit could not be derived from them. With the extension of 
railways and roads a greater exploitation of the commercial 
possibilities of the forests is bound to come. At present 
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extraction from forests usually takes the form of floating timber] 
down the rivers from the hills to the plains. It is in this way 
that the well-known timber markets at Lahore, Wazirabad. 
Jhelum and Jagadhri have sprung up. 


Types of Forests. Variations in the climatic conditions, the 
quantity of rainfall and altitude, give rise to the different types 
of forests. As the province is situated far away from the sea, 
it is not within an easy reach of the monsoons ; the annual 
rainfall in the central districts is about 20 inches. In the south 
western districts the rainfall is even less and seldom exceeds 
10 inches. The climate is extremely hot in summer and very 
cold in winter. Thus in districts such as Ferozepore where 
rainfall is scanty only such trees are to be found as can retain 
moisture, e. g., Kekar, land and other prickly shrubs, which 
form very valuable fuel. The northern plains, even though 
better off in respect of rainfall, are without forests as these have 
had to be cleared up under the pressure of population. 

On the southern slopes of the Himalayas where rainfall is 
plenty and altitude higher, we have the thick forest lands 
around Simla, Kangra. Kulu and Hoshiarpur. Then there are 
the north-western hills around Rawalpindi and Jhelum with 
comparatively low altitude and smaller rainfall where the 
vegetation is less luxuriant. 

The forests of the Punjab may be classified under two 
heads 1— 


(i) Hill forests, and (2) Forests in the Plains. 

The former type are found in the hilly areas and the 
in the sub-mountain tracts and along the banks of rivers and 
canals The hill forests supply valuable wood used for con- 
struction purposes and as fuel, e.g.. fur. pme and walnut 
The forests in the plains are the suppliers of shisham and 
mulberry wood which is used for the manufacture of furniture 


and sports goods. 

The development of irrigation facilities has led to the 
coming into existence of rich forest plantations; e ?., the one 

at Changa Manga, 40 miles away frorn Lahore, the other a 
Chichawatni, in the Montgomery District and the third at 
Khanewal. in the Multan District. The mulberry trees grown 
in the Changa Manga plantation supply raw materials tor tne 
flourishing sports industry at Sialkot. 
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There are also two other smaller plantations, one at Kot- 
lakhpat and the other at Harbanspura, not very far from 
Eahore. 

Uses of Forests. Apart from the ordinary uses of forests 
such as the supplying of timber and fuel wood and providing 
grazing grounds for the cattle, the Punjab forests have a 
great indirect value in so far as they provide raw material for 
some of the important industries. The sports goods industry 
at Sialkot which uses mulberry, wood has been referred to 
above. In addition there are other industries which deserve 
mention : match manufacturing industries at Shahdara and 
the furniture industry at Kartarpur and Gujrat which make 
use of shisham wood in large quantities : the rosin industry 
at Jallo which gets its raw materials from pine trees and 
makes useful articles like boot polish ; varnishes ; the paper 
industry at Jagadhri gets its pulp from the forests. All these 
industries could not have come into being without the existence 
of forests. 

7. Water Power in the Punjab. In a province like the 
Punjab, where hardly any coal is obtainable, the importance 
of other sources of power cannot be exaggerated. Fortunately, 
the province is favourably situated regarding the development 
of water power, because it has a large number of streams and 
rivulets in the hills which keep flowing throughout the year. 
Already there is a Hydro-Electric Scheme in operation at 
Jogindar Nagar in the Mandi State. The water of the Uhl 
river has been utilised for producing power by diverting it 
through a tunnel, about two miles long, and then dropping it 
down about 1800 feet below, by means of steel pipes. This 
started working in March, 1933. and is supplying electric 
current to a number of important towns in the province. 
The scheme has only been completed in part. When it reaches 
Its fuU development it should be abe to supply cheap and 

power, not only for domestic purposes, but also for 
the development of industries and agricultural. 

8. Mineral Resources of the Punjab. The province is not 

very favourably situated as regards its mineral resources. The 

following minerals are found in limited quantities mostly in the 
hilly tracts. 

Coal. It is produced at several places in the province. The 
largest output, however, comes from the Salt Rauge at Dandot 
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(Jhelum district) where mines have been worked for the North- 
Western Railway. The Dandot mines have a fluctuating out¬ 
put which comes to about 50.000 tons annually. Other places 
of minor importance are Bhaganwala and Tejawala in the 
Shahpur District and Makarwal in the Mianwali District. The 
total quantity produced is by no means sufficient to meet the 
requirements of the province and large quantities have to be 
imported from Bengal. 

Iron. Iron is found in very small quantities in the Kangra 
District, at Chahrat in the Attock District and in some of the 
Hill States. These mines cannot be worked profitably on 
account of coal not being available in the vicinity of the mines. 
The quantity actually obtained, therefore, remains negligible. 

Salt. This is an important mineral of the province. Most 
of it is obtained from the Salt Range at Khewra and Kala Bagh. 
Some salt is also obtained from the saltish water at Karakhnagar 
in Gurgaon District. A small quantity is obtained from open 
quarries in the Mandi State. 

Petroleum. This is found in considerable quantities at Khore 
in the Attock District. The supply, however, is not enough for 
the requirements of the province and it depends on imported 
supplies The oil obtained from the wells at Khore is carried 
through’a pipe-line to Rawalpindi where a refinery has been 

set up. 

Gold. This is obtained in very nominal quantities from the 
gravel of the Indus and some other rivers by means of washing. 

Slate Good quality slate is obtainable from Kangra VaUey 
near Dharmsala and at Rewari in the Gurgaon District The 
use of the Slates in the province, however, is not made on 
extensive scale, because of the difficulties of transport and the 
availability of cheap cement tiles almost everywhere. 

Salt Peire This is produced in different parts of the 
province and *is used in the manufacture of gun powder. Import¬ 
ant centres for its production are Okara (Montgomery) and 

Bhera (Shahpur). 

Limestone, Cement etc. Lime for making mortar is obtain¬ 
ed bv burning limestone. This is used as a building material. 
Large deposits of limestone are found in the North-Western 
Districts of the province. The impure limestone, known as 
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“Kanker** form a raw material for the manufacture of cement. 
We have a big cement factory at Wah in the Attock District. 

Clays. The well-known place in the province for a special 
kind of clay known as “Multani Matti” is the Multan District. 
Maltani Matti, which is edible, is also used for medicinal 
purposes. 

Alum. It is manufactured in the Mianwali District and the 
output ranges from 200 to 300 tons per year. 

Thus nature has not been very bountiful as regards the 
mineral resources in the Punjab, though this disadvantage has 
been partly made up by possibilities of hydro-electric develop¬ 
ment, fertility of the soil, good climate and the sturdy 
character of the inhabitants. 

Summary. 

The chief natural resources consist in forests, minerals, water power and 
animal resources. 

NATURAL RESOURCES OF INDIA*^ 

1. Forests: About ll^lo of the total area is under forests. These 
are under the control of the Central and Provincial forest Departments. 
Forests are classified into Reserved, unclassed and protected on the basis of 
their uses. 

The Forest Research Institute at Debra Dun undertakes investigations 
to discover new uses of forest products. 

Indian Forests have great economic value. They supply wood, provide 
raw matenals for various industries, afford grazing facility to cattle and 
employment, to large number of people. Indirectly they make climat 
equable, favourably affect rainfall, offer protection against cold and dry 
winds, afford shelter to animals and birds and improve the look of the 
countryside. 

2. Minerals. Among the importent minerals of India are coal, iron, 
petroleum, lime stone, gold, manganese and mica. 

Coal is produced mostly in Bengal, Bihar and Orissa but the quality is 
mostly poor. 

[ran deposits are found mostly in Bibar and Orissa. 

Manganese. Mostly produced in Central Provinces, though Madras and 
Bombay provinces also contribute a fair share. 

Gold 98®/o is found in the Kolar mines in Mysore. 

Petroleum : Not produced much. 85®/^ of production comes from Assam, 
Burma used to supply of our requirements. 

-\ficrt. India an important producer. Found in Bihar, Madras, Travancore 
and Rajputana. Produced mostly for export. 
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SaH. Pi'odaced by evaporation of sea water on the coasts of Madras 
and Bombay and from Ehowra mines in the Panjab. 

Building stone, lime, and Cement making material is fonnd in almost 
unlimited qaantities. 

3. Animal Resources : India has a large variety of cattle along with 
sheep and goat, donkeys, camels etc. Cattle is the basic of power for ag^- 
cnlture. Generally the quality is low. Better breeding, better feeding and 
preventive of disease can improve quality. 

4. Power sources. Coal, oil and wood already mentioned. Fatore lies 
with electric power. Some schemes already at work : Hydro-electric insta¬ 
llation on the Cauvery river set up in 1902. One set up by Kashmir State 
on the Jhelum. Tata Hydro-cIectric scheme in Bombay provinces. Mandi 
Hydroelectric scheme in the Punjab. India can produce electricity at about 
01 anna per unit. Less than 1 per cent, of her water power resources have 
boon exploited. 

Hy<lro-cleclric development will stimulate iudustries all over the country 
and make village life much more comfortable and productive. 

India has rich natural resources but since they have not been properly 
exploited his people are poor. 

4, Natural Resources of the Punjab. Punjab is not gifted with ade¬ 
quate quantities of natural resources except perhaps water power. About 7 /o 
of the area is under fortst which are found mostly in the hilly regions around 
Simla, Kangra, Kulu and Hoshiaipore. They produce valuable wood—fur, pine 
and walnut which is used for furniture and sports goods. Shisham and 
inulbeny forests are found in the plains, m the Lahore, Moutgomeiy and 
Multan districts, at Changa Manga, Chicbarwatni and Khanewal, respectively. 

Among the ,>*in€ral vesouvees of the Punjab are : coaUrom the Jhelum 
and Sbahpoie districts but is insufticient for our requirements. Iron is found 
in Kangra and Aitock districts and some Hill states-small quantities. S^lt is 
!mpoi tint and comes from Khewra and Kala Bagar. Petroleum in fair quantities 

is fonnd at Khore (Attock District) State is obtained from Kangra yiley nea 
Dbarninshala and Itowari in Gurgaon 

Okaia and Bhera. Limestone is found in the North-Western distnets. Kankar 
i^^ised lor cemoni making at Wab. Among the clays ‘ Multani Matli is famous. 
Alum is manufactured iu tho Mianwali district. 


Exetcises. 



What are the main economic uses of the forests ? 


Draw a forest 


map of India. 

2 Write a note on the mineral resources of India proving by a map 
Ihcir geographical distribution. To what extent tboy are adequate foi 

our requirements ? 

3. What are the possibilities of hydro-electric development in this 


country. 

4 . “India is a rich country with poor people” comment. 

5 . Write a note on the natural resources of the Punjab. 



CHAPTER III 


POPULATION 

1. Introduction. The quality and quantity of population 
of a country has a great bearing upon her economic welfare. 
An active and energetic people, though comparatively quite 
large in number, may be able to earn a better living from given 
resources than another people which is sparse in number but 
lazy and inactive in habits. The total amount of production of 
wealth and. therefore, per capita income in a country depends 
upon the size and quality of its population. Thinly distributed 
and an efficient population would make for a high amount of 
per capita income, as is the case with the Canadian, Australian 
or American peoples. But a dense and inefficient population 
would have to be content with a low per capita income, e.gf.. the 
Indian and the Chinese people. Sometimes even a more 
densely populated country may enjoy a higher per capita 
income than another if she is rich in natural resources and her 
people possess exceptional calibre and efficiency. This is true 
of Great Britain as compared with India. 

In this chapter we shall attempt an analysis of the popu¬ 
lation problem of India and will examine it from various points 
of view. 

2. Growth of Population in India, The following table 
indicates the growth of population in India during the past 
decades :— 

Year 

1872 
1881 
1891 
1901 
1911 
1921 
1931 
1941 

* Theaa figures 

COUSQS. 

This table clearly indicates the fact that the growth of 


Population Porcentago 

of increase 

206,162,360 

253,896,330 23*2 

287,314,671 13'2 

294,361,056 25 

315,156,396 7 1 

318,942,460 12 

352,837,778 lO’O 

388,997,955* 15 0 

exclude Burma and Aden which were included in the 1931 
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population in India has not been regular. This is so because 
the growth of population in this country is not guided by 
scientific means ; it is rather controlled by natural causes. 
Whenever there have been years of famine, pestilence or war, 
the net increase in our population has been comparatively low, 
while during the periods of normal peace and development it 
has been quite large. The net increase from 1S91 to 1901 was 
only 2*5 per cent, because the country suffered from the famines 
of 1892, 1896-97, and 1900. Again, the increase in population 
from 1911 to 1921 was very small indeed, being only 1*2 
per cent. This was due to the Great War of 1914-18' and the 
heavy toll of influenza, known as war fever, of 1918-19. On 
the other hand, the last two decades have been a penod of 
normel economic activity and deyelopinent and the net increase 
during both of these decades has been iO'6 per cent, and 15 0 
per cent., respective! 

The growth of population in a country depends upon the 
excess of births over deaths. The birth rate and the death rate 
are expressed as so many per thousand. The relative position 
of India in this regard as compared with certain foreign 
countries stands as follows :— 

Country Birth-rate Death rate Rato of increase 


34.3 

19.3 
24,5 

32.3 
18,9 
1G.6 

15.3 

17.4 


24.9 
8.5 
11.0 
18 2 

11.3 
11.2 
12.0 

16.3 


9.4 
11.3 
13.5 
14.1 

7. 

5.4 
3 , 3 ^ 

, 1.1 


India 
Aastralia 
Canada 
Japan 
U. S. A. 

Germany 
England 
France 

The above table shows very high birth and death-rates prevail¬ 
ing in India as compared with some other countries of the world. 
The birth and death-rates reflect a country's economic and social 
position An economicallv developed and socially advanced 
country will have low birth rate and death-rates while economi¬ 
cally poor and socially backward countries have high birth and 
death-rates. India is a poor and backward country and there¬ 
fore we find her topping the list in this respect. 


The hi^h birth-rate in India is due to the universality of 
marriage, earlv marriage, religious prejudices (especially among 
the Hindus who take it as a religious duty to have a child, 
preferably a male one), joint family system and poverty of the 
people Likewise the high death-rate in our country is the 
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result of high infant mortality—20 per cent, of the children 
born die before reaching the age of one year— due to insanitary 
methods of mid-wifery, insanitary conditions of housing, mah 
nutrition of the child and lack of medical help in cases of dis¬ 
ease. Another feature of high death-rate is the large number 
of deaths of young mothers at child birth, which is mainly due 
to unscientific mid-wifery, lack of proper care and precautions 
necessary for an expectant mother, and lack of medical facilities. 
Poverty and ignorance of the people, briefly speaking, are the 
root causes of the high death-rate prevailing in India. 

3. Density of Population and Economic Prosperity. The 

density of population refers to the number of people living per 
square mile and it “depends on climatic conditions security of 
life and property, standard of comfort, economic resources and 
stage of economic development; in other words on the external 
environment and the use of it made by man.*’ A country with 
rich economic resources, other things being equal, will be able 
to support a larger population than a country with poor re¬ 
sources. Likewise a highly industrialized country inhabited by 
a people, greatly advanced, will make for a greater density of 
population, (as is the case with Great Britain and Belgium) than 
an industrially backward country inhabited by less advanced 
people in the arts of civilization, (as is true of our own country). 

In order to appreciate the full significance of the density of 
population, attention should be paid to the standard of living 
along with the number of people supported per square mile in a 
country. The density of population in Bengal, Belgium, Hng- 
land and Wales is approximately the same but in the case of 
Bengal it clearly indicates the proverty of the province, because, 
the size of her population is larger than an agricultural country 
can support on a decent standard of life. On the other hand 

density of population in Belgium and England and Wales 
is a sign of their economic prosperity because the ever-increasing 
industrial devolpment of these countries has constantly raised 
the standard of living of their x^eople. 

The following table compares density of population in India 
with some other countries :— 

Density of population in various countries { 1931 ) 

Country No, of people Country No. of people 

_ , , ^ sq. mile per: sq. mile 

England & Wales ... 685 Austria ... 199 

Belgium ,,, 654 India ... I 95 
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Country 

No. of people 

Country 

No. of people 


per. sq. mile 


per. sq. mile 

Netherlands 

544 

France 

184 

Germany 

332 

Spain 

107 

Japan 

215 

United States 

41 

China 

200 

Egypt 

34 



New Zealand 

12 


The above table indicates that the density of population 
alone cannot be taken as a criterion of the economic prosperity 
of a country. The United States of America and Egypt, for 
example, both have low density of population, but one is far 
more prosperous than the other. On the other hand, England 
and Wales have more than fifteen times as much density as the 
United States of America and yet they are equally prosperous. 
The causes of economic prosperity or poverty of a country need 
a separate study, because it is affected by several other factors 
besides the density of population. 


4 Density of Population in Provinces. The census of 1941 
reveals an average density of 245 persons per square mile in 
India. The extent of density, however, varies greatly from 
province to province. This is evident from the following table. 

Densitif of population in various provinces. 


(Based on 

1941 census). 


Persons per 

Province 

Person per 

sq. mile 


sq. mile 

... 1,602 

Assam 

185 

778 

Central Provinces and 


524 

Berar 

168 

518 

Coorg 

106 

370 

Sind 

98 

347 

Andaman and Nicobar 


248 

Islands 

11 

263 

Baluchistan 

... 9 

225 

States and Agencies 

... 185 

215 




Province 

Delhi 
Bengal 
Bohar 

Qiiited Provinces 
Bombay 
Madras 
Punjab 
Orissa 
N.W.F.P. 

Ajmor-Merwara 

The map on the next page shows udensity of population 
various parts of India. 

The inter provincial variations in the density of popula^on 
in India cannot be ascribed to any one reason : rather they 
are due to several factors. g„ rainfall, configuration, climate, 
nature of the soil, irrigation, industrial arid commercial deve¬ 
lopment and habits of the peo^e. Uevel land, fertile soil, 
moderately distributed and sufficient rainfall and suitable 


in 
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climate find a happy 
combination in Ben¬ 
gal, Bihar and U. P. 
and this explains the 
heavy density of 
population in these 
provinces. But all 
these advantages are 
counter balanced by 
an unfavourable cli¬ 
mate in Assam where 
the density of popu¬ 
lation is much lower 
than in the neigh¬ 
bouring provinces, 

Bombay and 
Madras are compa¬ 
ratively thinly popu¬ 
lated due to the lack 
of extensive plains 
and fertile soil. In 
Bombay, however, 
these drawbacks are counteiacted to some extent by 
her industrial activities and this explains a little higher density 
there than iu Madras which is predominently an agricultural 
province. 

Though irrigation cannot be said to have a very important 
bearing on the density of population taking the country as a 
whole, but it cannot be denied that wherever it has been made 
available, it has increased densitv to a considerable extent. The 
population of Bikaner State, for example, increased by 42 per 
cent, between 1921 and 1931 due to the extension of irrigation 
facilities there. Likewise, the population of the Canal colonies 
in the Punjab has increased by leaps and bounds as a result of 
the construction of canals. 

Stay-at-home habits of the people, caste system, social 
barriers, difficulties of transport, etc., explain the general dis¬ 
parity in the density of population prevailing in the various 
provinces of India. 

5. Growth and Density of Population in the Punjab- The 


the: resources of inoia food crops 


vy BAifUr 
v.« coffee 

V OATS 

«y» S1/6AM 
1 ^'^ WM£Ar 

33 rpA 
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growth of population in the Punjab has kept pace with the 
general growth of population tn India. The net increase in 
population in the Punjab from 1931 to 1941 has been 20.4 per 
cent, as against 15*0 per cent, increase in population of the 
whole of India. The decennial growth of the population in the 
Punjab is indicated by the following table : 


Growth of population in the Punjab 


Year 

Population 

1868 

... 16,250,000 

1881 

... 16.940,000 

1891 

... 18,650,000 

1901 

... 19,940,(JOO 


Year 

Population 

1911 

... 19,980,000 

1921 

... 20,680,000 

1931 

... 23,580,000 

1941 

... 28,420,000 


The growth of population in the Punjab as revealed by the 
above table, cannot be considered as uniform. From 1868 to 
1921 the decennial, increase in population was limited to a 
maximum of 1.7 millions, but during the last two decades the 
increase, being about 3 and 5 rnillions, respectively, has been 
fairly large. This comparatively large increase has been due to 
settled conditions and progressive development of agriculture 
in the province. 

With respect to density of population, the Punjab may be 
divided on two bases, e. g., political and natural. In each of 
these divisions the density of population,-^ according to the 1941 


census, stands as below : 

Density of population in the Punjab { 1941 .) 

Political Division No. of per- Natural Division 

sons per 
sq. mile 

Anibala Division • 333 


I* 


28ft 

599 

219 

200 

151 


Himalayan tract 
Sub-Hinialayan tract 
North-west tlry area 
Imlo-Gangetic Plain 
West 


No. of per¬ 
sons per 
sq. mile 
97 
4l»2 
151 


Jnllundnr 
Lahore 

Rawalpindi „ -■ -406 

Multan „ 

Punjab States 

This table clearly indicates that the density of population in 
an agricultural tract is mainly determined by conditions 
favourable to the growth of agricultural crops Such 
conditions are found in the Western Indo-Gangetic plains 
and Sub-Himalayan tract and consequently the 4 ensi^ of 
population in these tracts is the heaviest : while m North-west 
dry area and the Himalayan tract it is comparatively low 
beLuse conditions prevailing there are not conducive to 

agricultural development. 
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For purposes of district-wise comparison of density of 
population in the Punjab, we append a table below, giving 
the various Districts and States of the Province in the order 
of their density of population. It is quite apparent from this 
table that variations in the density of population from district 
to district are great, the largest being Sqo in the case of the 
Amritsar district and the lowest being 54 in the case of the 
Chamba State. The high density of population in the districts 
of Amritsar, Sialkot and Lahore is mainly due in addition to 
the fertility of their soil, to the growth of several industries 
textile, leather, metal, sports goods, chemical, etc.,) in 
these districts and the commercial and political importance in 
the case of Amritsar and Lahore, respectively. 

Density of population in the Punjab Districts and States { 1941 .) 

Difltrict Densit-S’ of District Density of 

or State population or State popolation 


Amritsar ... 899 

Jullundur ... 845 

Sialkot ... 755 

Lahore ... 653 

Gardaspnr ... 625 

Kapurthala ... 587 

Ludhiana ... 585 

Malerkotia ... 534 

Hoshiarpar ... 533 

Qajrat ... 488 

Simla ... 482 

Ambala ... 442 

Rohtak ... 426 

Pataudi ... 406 

Lyallpur ... 396 

Oujranwala ... 395 

Rawalpindi ... 388 

Gorgaon ... 381 

Sheikhnpura ... 370 

Nabha ... 359 

Kalsia ... 358 

Ferozepur ... 355 

I^ojana ... 337 


Patiala 

... 326 

Earnal 

... 318 

Montgomery 

... 316 

Faridkot 

... 313 

Jind 

... 279 

Multan 

... 263 

Bilaspnr 

... 244 

Jhang 

... 241 

Jhelum 

... 227 

Shahpnr 

... 209 

Mandi 

... 204 

Hissar 

... 193 

Suket 

... 181 

Attock 

... 163 

Sirmoor 

... 143 

Muzalfarghar 

... 127 

Loharn 

... 123 

Mianwali 

94 

Kangra 

90 

Rahawalpur 

77 

Hill States 

70 

Dera Ghazi Khan 

66 

Chamba 

54 


An equally heavy pressure of population m the districts of 
Jullundur, Hoshiarpur and Ludhiana is sustained by virtue of 
the active habits of the inhabitants of these districts. There 
IS sc^cely a family in any of these districts whose one or two 
members have not left home for either joining some Govern¬ 
ment service or emigrating to foreign countries for bettering 
their economic position. On the contrary, low density of 
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population in the districts of Dera Ghazi Khan, Mianwali, 
Attock, Hissar and Bahawalpur State, is explained by the 
insecurity of life and property and comparative barrenness of 
their soils. 

The development of canal colonies has had a direct bearing 
on the growth of population in the colony districts. Though no 
separate figures of the population of the colonized areas are 
available, the following table showing the increase in population 
of the administrative districts in which most of the colonized 
areas lie, should be of interest;— 


Year 

1881 

1891 

1901 

1911 

1921 

1931 

1941 


Growth of populatioTi in Cducil Oolonics^ 

Montgomery Lyallpnr Maltan Jhang 

53,832 


448,312 
416,559 
429.674 
881,965 
685,690 
999.772 
1,329,105 


60,306 
586,009 
836,372 
968.063 
1,166,702 
1,306.303 


555,516 

621,156 

700,227 

801,455 

879,146 

1,159,549 

1,484,333 


390.630 
402,341 
426,225 
524,803 
570,559 
664,833 

821.631 


Sbahpar 

383,652 

478,289 

418.149 

645,001 

719,918 

821,490 

998,921 


The increase of population in Canal Colonies during the last 
fifty years stands as a remarkable contrast with a similar in- 
creLe in other districts of the Punjab. During this period the 
population of Lyallpur has increased 28 times, that of Mont¬ 
gomery about 3 times, Multan 2-4 times and in the case of 
Jhang and Shahpur it has doubled itself. The corresponding 
increase in the populations of Hoshiarpur. Gurdaspur Sialkot 

Jullundur, Ludhiana, Amritsar and Ferozepore 

i-is 112 1-23 1-24, 1-26, 1-42 and l' 6 o times respectively. 

The’rema^kabfe increase in the Canal 

mainly due to the development of agriculture following t 
construction of canals. 

6 Is India Over populated ? We speak of a country as 
being ov« populated if the number of her population is so large 
that^it cannot be maintained on a reasonable standard of living 
with threx^sting Seans of production available to the country 
Numerically India is not very densely populated as compar^ 
with various other countries of the world. But judged from 
thf economic point of view her populatiM ^PPears to be 
pressing hard on the productive capacity of the nation. 

India is predominently an agricultural country and 
been calculated that agriculture under the best conditions 
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cannot maintain more than 250 persons per square mile. The 
state of agricultural development in India is very poor and 
vast tracts of land are not available for cultivation purposes 
and yet the average density of her population being 245, touches 
the limit provided for the most highly advanced agricultural 
development. This results in lowering the standard of living. 
The ever-increasing growth of her population is accompanied 
with grinding poverty of the masses. The birth and death- 
rates are the highest in the world and infant mortality is simply 
appaling. Tiie average life of an Indian is even less than half 
the average duration of life in western countries. The ever 
increasing growth of population is reducing the average size 
of land holding and is thus rendering it uneconomical to 
operate and is increasing the number of persons partially 
employed. All this is responsible for the very low amount of 
per capita income as compared with the other countries of the 
world. 

On the basis of such facts we can arrive at only one con¬ 
clusion, and this is, that at the present stage of her economic 
development India is an over-populated country. With the 
development of large scale industries along modern lines and 
effective exploitation of her natural resources, she may be able 
to support even a larger population .at a higher standard of 
comfort, but till then she will remain overpopulated. 

7- Distribution of Population in India. The distribution 
of population in a country may be viewed from various points 
of view €. g., city and country, religion, sex, occupation, age, 
etc. We shall study the distribution of population in India 
under the following heads :— 

(t) City and country. The census of 1941 reveals that out 
of a total population of 389 millions 339.3 millions live in rural 
areas and 49 7 millions reside i.i urban parts of the country. 
This shows that 87 per cent of our population is rural and 
13 per cent urban. Bombay is the most urbanized province 
with 26*0 per cent of her population living in towns and cities 
and Assam comes last of all, with 2*8 per cent of her population 
being urban. The percentage of urban population in western 
countries is much higher than in India, e. g., 49 in France, 50*8 
in Northern Ireland, 53*7 in Canada, 56 2 in the U. S. A. and 
80 in England and Wales. 

(ff) Division into sexes. According to the census of 1941 the 
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the distribution of population into sexes in India shows that 
there are 944 females for 1,000 males among Hindus and 902 
females for r,ooo among Muslims. The excess of females over 
males is found only in Madras C. P., and Orissa. 


The deficiency of females in oar country stands in striking 
contrast with western countries where female population is 
invariably in excess of male population. This is mainly due to 
higher mortality among females in India, especially after the 
period of puberty has been reached. The explanation of this 
fact is to be found in Indian social customs such as purdah and 
early marriage, the former having disastrous effects on the 
physical vitality of purdah nashin ladies and the latter directly 
resulting in death of the child mothers w’ho have not yet 
attained full physical growth. 

The disparity of female population is especially striking in 
the case of urban population, where the number of females is 
very low, as compared to males and is exactly opposite to 
conditions prevailing in western countries, where females are 
invariably in excess of males in towns. This is due to the 
migratory character of our factory workers, who do not take 
their families along with them, while going to towns for seeking 
employment in factories. The number of females per thousand 
males in Calcutta and Bombay in 1931 was 489 and 554 res¬ 
pectively. This state of affairs adversely affects the health, 
comfort and morals of our factory workers. 

{Hi) Distribution according to religion. On the basis of 
religion the population of In.dia is divided as follows :— 


Community 


British India States 

(Milliond (Millions) 


Hindus 


1 


39‘9 

150*9 

79*4 

16*7 

4*2 

3*5 

1*2 


8*9 
55 2 
15*0 
87 
1*5 
2‘8 
1*0 


Scheduled castes 
Others 

Muslims 
Tribes 
Sikhs 
Christians 
Others 

The Hindus are in majoritv in the centre and south of India 
e q„ in Assam, Bihar and Orissa, the United Provinces, the 
Central India tract, Rajputana. Bombay. Madras and the 
Deccan Peninsula. The Muslims are in predominance in N. W. 
F P Baluchistan and Kashmir and they are a majority in 
Sind, and the Punjab and Bengal. {See map on next page.) me 
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Sikhs are mostly confined to the Punjab, though their number 
is now increasing in other provinces also. 

{iiv) Age distribution. The distribution of population into 
different groups bas- r r' 

ed on age is very ||MAP OF INDIA SHOWING DISTRIBUTION OF RELIGIONS 

important because it 
reveals the strength 
of effective popu¬ 
lation or workers as 
compared with the 
total population. The 
commonly accepted 
limits for the work¬ 
ing population in 
Kuropean countries 
are between the ages 
of 15 and 60, but in 
India the upper limit 
has to be lower (50 
years) because the 
old age and incapa¬ 
city for work set in 
much faster here 
than in western 
countries. The fol¬ 
lowing table indi- __ 

cates the relative proportion of effective labour force of our 
country to the total population, as it stands at present. 



Age groop. 

per 10,000 

Males. 

Females 

0—10 

2.802 

2.880 

10—20 

2.086 

2.062 

20—30 

1.768 

1,856 

30—40 

1,431 

1.351 

40—50 

068 

891 

60—60 

661 

545 

60—70 

260 

281 

Over 70 

115 

125 

Mean ago 

23.2 

22.8 


According to this table, the proportion of effective popu¬ 
lation to the total population in India is 48 per cent., as 
compared to 53 per cent, in France and 60 per cent, in England. 
This clearly shows the necessity for iinpiovemeiit in health 
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if the efficiency of working population in our country has to 
be increased. 

It goes without saying that the age distribution in the same 
country may vary from time to time, because war, famines, 
epidemics and such other natural calamities do not affect all 
groups of popula,tion to the same extent. The change in birth 
and death rates also influences age-groups. 

(iv) Occupational diHribution. The table below shows occu¬ 
pational distribution of the working population of India in 1931. 
Generally speaking, we may rest assured that there has been 
no fundamental change since then, with the exception that 
there has been a little increase in the number of persons 
employed in transport, professions and liberal arts due to the 
expansion of means of transport and literacy. 

A cursory review of this 
table, and a look at the margi¬ 
nal diagram., indicates the un¬ 
balanced character of occu¬ 
pational distribution of the 
working population of our 
country. By far the largeest 
nuiiiber, 65'6o per cent., of 
the workers are employed in 
agriculture, while industry and 
trade absorb a meagre percen¬ 
tage of 10,38 and 5-53 respec¬ 
tively. This state of affairs 
prevailing in India bears no comparison with the advanced 
countries of the world, where the greater percentage of their 
workers are employed in industry and trade. 

Distribution of Workers according to Occupation. 

( Census of 1931 ). 

Occupatioi.. Total No. of Percentage 

persons of the 

employed. total. 



A. Frodnction of rate materials 


111,164,586 65.84 


1. Exploitation of animals and 
Vegetation 

II. Exploitation of minerals 


110,760,324 

404,262 


G5.60 

0.24 

J 


D. Preparation and supply of material 
substances 

III. Industry 


29,639,471 

17,523,982 


17.56 

10.38 
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OccQpatiun. 

Total No. of 

Percentage 


persons 

of the 


employed. 

total. 

IV. Transport 

2,778,520 

1.65 

V. Trade 

9,330,969 

5.53 

C Public Administyation aud Liberal Arts 

# 

4,819,512 

2.86 

VL Pablic forces 

941,323 

0.56 

VII. Pablic Administration 

1.153,963 

0.69 

VIll. Prolessions and Liberal Arts 

2,724,166 

1 61 

D. Miscellaneous 

23,203,489 

13.74 

IX. Persons living on their income 

280,955 

0.16 

X. Domestic Service 

12,674,110 

7.51 

XI. Insafticiently described occupations 

8,499,689 

5.03 

Xll. Unproductive 

1,748,785 

1.04 

Total 

168,830,114 

100.00 

The above table should also make it clear that 

no solution 


of the problem of u.xeuiploymeut among educated people can 
be found by expanding the personnel of Government services. 
Public administration does not absorb even one per cent, of 
the workers employed in various walks of life in our country 
and even a doubling of this number, which is practically 
impossible, cannot touch the fringe of the problem. The only 
.«olution of our economic ills is rapid industrialization along 
modern lines with a view to secure effective utilization of our 
productive resources. 

8» Distribution of Population in the Punjab. The census 
of 1941 shows that out of a total population of 28,418,819 
persons in the British Punjab, 4.359.904 reside in towns and 
24,059,855 live in villages. The geographical distribution of 
the urban population is quite even throughout the province, 
varying from 6 22 lakhs to 6*65 lakhs in various divisions, 
with the exceptioji ot lyahore Division, where the number 
comes upto I7‘50 lakhs. The large number of urban popula¬ 
tion in tUe Lahore Division is mainly due to the two important 
cities. Lahore and Amritsar, being situated tliere. In the 
province as a whole ii per cent, of the population is urban 
and 89 per cent, is rural. 

The distribution of population on the basis of sex indicates 
that the Punjab suffers from a shortage of the fair-sex, the 
number of males being 15 3S3»656 as against 13,035,163 
females. 

On the basis of religion, the Muslims constitute 57‘o6 per 
cent, of t^'e population, while the Hindus and the vSikhs account 
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for 25'56 per cent, and 13*22 per cent., respectively. The rest 
of the population consists of Jains, 0*13 per cent,, Christians 
1*77 per cent, and others 1*26 per cent. 

Age distribution of population in the Punjab shows no 
appreciable variation from other parts of the country. 

No figures are yet available for occupational distribution 
of population in the Punjab, but generally speaking it may be 
observed that most of the Pimjabees are employed in agricul¬ 
tural pursuits, because ours is one of the leading agricultural 
provinces of the country. It is interesting to note, however, 
that the Punjab ranks among the three leading provinces, 
where industrial workers constitute the largest percentage of 
the local population, the other two being the United Provinces 
and Bombay. The industries of our province and those of 
the U. P. are mostly of the cottage type, while in Bombay 
large scale industries have developed. 

9 Efficiency of the Indian Population. In estimating 
the efficiency of labour force of a country we have to take 
into consideration the number of workers as well as their 
physical and intellectual qualities. The quantity and quality 
of working population taken together constitute a tiue index of 
its effectiveness in the field of production and thus deteimine 
the degree of economic welfare of society. A comparatively 
small but efficient population may elevate a country to a 
higher degree of economic welfare than a large but inefficient 

population. 

The inefficiency of the Indian population is proverbial. 
The main causes responsible for it may be stated as follows : 
climate, w’hich is rather warm and therefore encourages lazy 
habits and decreases the effectiveness of labour force ; poor 
diet which is responsible for under-nouri‘^hment and low 
vitality ; insanitary conditions, which in turn bring widespread 
diseases and terrible pestilences sapping the 

\ social environment, encourages solitude, depen¬ 

dence and contemplation rather than co-opeiation, indepen¬ 
dence and initiative, illiteracy, which is responsible for the lack 
of proper appreciation of economic issues affecting the welfare 
of society : and poverty, which is the fundamental cause leading 
to most of the aforesaid causes. 

10. Inefficiency of Indian Factory workers. These are the 
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general causes explaining the inefficiency of the Indian popu¬ 
lation as a whole. There are certain additional causes which 
explain the inefficiency of the factory workers. These are :_ 

(а) Their migratory character. Indian factory workers 
come to town for short periods and then go back to their 
village agricultural work. Thus they donot stick long 
enough 1o learn their factory work properly. 

(б) Long hoars of work. This is especially true in the case 
of small factories to which the Factory Act does not apply. 
Ov^erwork is bad for efficiency. 

(c) Since capital is meagre in the country, the tools and 
machines that are used by the worker are not upto date 

(d) The quality of raw material is also poor. Hence the 
worker cannot get the best results. 

(e) The management is not as efficient as in more advanced 
countries. The worker is not made to put his best in the work. 

, With all these drawbacks, contributing to the inefficiency 
of the Indian people in general and industrial workers in parti¬ 
cular, we must bear in mind the fact that there is nothing 
inherently wrong with the people of India. Their inefficiency is 
mainly due to the conditions under which they live. Given 
equality of opportunity and environment with western workers 
they do not leg behind in the effective application of their 
labour force. This is proved by Dr. R. K. Das in his book 
Hindustani Workers on the Pacific Coast, in which he has com¬ 
pared the efficiency of the Indian workers with that of the 
Chinese. Mexicans. Filipinos. Americans, Canadians. Italians 
etc. This leads us to the conclusion that in order to improve 
the efficiency of the Indian workers we have simply to improve 
the conditions under which they live. I,et us consider in this 

connection some of the peculiar, social and religious institution 
which affect the life of the nation. 

11. The Caste Systems-its Advantages. In explaining the in¬ 
efficiency of Indian labour we have said that social environment 
is one of the mam causes of it. Social environment is the 
creation of social institutions, of which the caste svstern and 
the j^omt-family system are of major importance. We may now 
brietly review the economic bearing of these institutions. 

The caste system probably originated from the necessity of 
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division of labour. It had no doubt, many merits in earlier 
times. Thus :— 

(i) Hereditary qualities of the parents were passed on to 
the children and so was the skill in business acquired through, 
generations. This led to productive efficiency. 

(n) The members of the same caste helped each other in 
times of trouble and misfortune. The strong protected the weak, 
the young looked after the aged and the healthy took care of 
the diseased. Common interests and common blood promoted 
cooperation and fellow feeling among the members of the same 
caste. 

(m ) It preserved the Hindu society from being absorbed 
by the alien invaders. There could be no intermarriage nor 
intimate social inter course no political fusion between the 
invaders and the castemen. 

(£r) Since every one's place in society was fixed by birth 
there was no occasion for mutual jealousy or discontent. Thus 
caste system promoted social and political peace and content¬ 
ment. 

12- Its Disadvantages. But in the conditions of the 
present day world the caste system has lost all its virtues. It 
has now very serious disadvantages. It is criticised on various 

grounds :— 

(i ) It is the cause of the political slavery of the country. 
A common national aim is not possible in a caste ridden society. 
Mutual jealousies of the caste encourages divisions and such 
divisions are taken advantage of by the foreign ruling power. 

{ii) It has made the people unfit not only for self-govern¬ 
ment but also for a democratic form of government. Demo¬ 
cracy'is based on the idea of equality of man, caste system on 
the idea of inequality based on birth. 

{Hi ) Economically the caste system stands in the way of 
large scale industrial development. Eabour is kept in water 
tight compartment. Each caste considers the others’ profession 
as^ inferior. Capital and labour tends to flow in narrow 

channels, 

(*v) It prevents the proper organization of factory workers 
into trade unions and thus stands in the way of their welfare. 

{v) It stands in the way of mobility of labour from one 
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calling to another and thus creates misfits and thus leads to 
the waste of talent. 

(vi) It has created false ideas of dignity based on birth not 
on work. 

(vii) It has led to the degradation of millions of people the 
so called untouchables. 

13.' New forces at work- It is a good sign that the grip 
of the caste system is getting loosened, various forces are at 
work which are undermining its foundations :— 

(i ) The developments in the means of transport and com¬ 
munication is encouraging mobility of labour from place to 
place. Caste ties thus get loosened. It 'is, for instance, 
impossible to observe untouchability in a crowded 3rd class 
railway compartment. At new places, where public opinion is 
not strong, people usually do not observe their caste rules so 
strictly 

(u) Modern education and new influences of the West are 
also broadening the outlook of the caste system especially to 
the lowest castes. Lowcaste people themselves are getting 
concious of their rights and are fighting for social equality with 
the so-called higher castes. ■ 

(iii) The British Government has established equality 
before low and this has also created a desire for social equality, 

(ir) The development of large scale industries have attracted 
labourers belonging to all sorts of castes and creeds. These 
people have to work together and they are treated alike by 
their employers. Caste prejudices are bound to get weakened 
under sucn conditions. 

With all such forces at work we need the -will and deter¬ 
mination on the part of every man, woman and child in the 
land to purge our society of this baneful institution, because 
the sooner we get rid of it the better it is for all concerned. 

15. The joint^family system. The other important social 
institution is the joint family, a system under which several 
generations may reside together as a family. In western 
countries family ordinarily consists of husband, wife and minor 
children. As soon as a couple is married, the foundation of a 
new family is laid forthwith. But in India a man may live 
with his parents, along with the wives and children of his 
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brothers and those of his own sons, h'he grand old man service 
as the head of the family with a corresponding female head in 

grand old lady. The earnings of all members 
ot the family are pooled together and every one is provided 
with his or her legitimate requirements. ./‘From each according 
to ability and to each according to need,” the communistic 
maxim, operates here with all its force. 

16. Merits of the joint family system. Several merits 
are claimed for the joint family system. y 

In the first place it said that it achieves alj the advantages 
of division of labour. Every family member does the 
work for which, he or she is best fitted. 

Secondly, that the system guarantees minibium subsistance 
to all. The old, the infirm and the invalid are all looked after 
by the group. 

Thirdly, it is claimed that the system consei^ves the family 
projjerty and resources. For instance land, when jointly held 
can be more economically cultivated.’' 

4 ^ ^ 

Finally it is held that the system teaches respect for autho¬ 
rity imparts habits of discipline, cooperation and mutual 
sympathy. 

Most of these advantages are only theoretical. The demeiits 
of the system are more certain to be found in practice than the 
above merits. 

17 Demerits of the Joint Family System. The greatest 
demerit is that; the system breeds parasites. The really earning 
members are few, the rest merely live idle useless lives. There 
is no incentive for herd earnest labour since everyone's sub¬ 
sistence is secured. The authority of the head of the family 
is not strong enough to force everyone to do his. best. The 
result is over work for some and no work for otliers. This leads 
to mutual jealousies and frequent quarrels. The system more¬ 
over has had moral consequences for the member. Their 
personalities never get properly developed. The habits of self 
discipline and self reliance which are developed by taking up 
individual responsibility fail to develop. It sapsinitiative and 
enterprise, leads to immobdity of labour and henCe reduces 
national productive capacity in the end. 

18. Causes of Dec^y. The system is in the process of decay 
under the influences of the necessity of modern life. The same 
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forces that are undermining the caste system are also weakening 
the sorts of the joints family. Better facilities for travel, 
inflluences of western individualistic thought, necessities of the 
coming industrialism and of the various new professions and 
callings, are breaking the old family unit. The members get 
scattered in search of new avenues of employment and out 
grow the joint family. 

Among the professional middle and upper classes the joint 
family has almost disappeared. The family unit is tending to 
be the same as in the west—father, mother and young childreii. 

Summary 

The economic prosperity of a country depends greatly on the numbers of 
its inhabitants and their efficiency as workers. 

Until recently Indian popniation gfmrth has been irregular due to recur* 
rence of famines, diseases and war during some decades and their absence 
during the others. During the last two census periods Indian ptipulations in* 
creased by 10'6 and 15 0 per cent, respectively. 

Growth of population depends in the excess of births over deaths, India 
birth rate per thousand is 34'3 and death rate 24’9 — both are highest in the 
world. Our high birth rate is due to universality of marriage, early inarnage, 
religious injunctions and joint family system. High death rate is dtie to insaiiitary 
habits, mnlnuitation, lack of medical help and general ignorance. Two teatures 
of deaths are higli rate of infant mortality and high death lule of young 
mothers at child birth. 

Density of population is no index of prosperity or otherwise. Some 
densely pr>pulated countries are rich (e. g G. Britain) others, are poor (China) 
some sparsely populated countries are rich (U. S A.) others are poor (Egypt). 

Density in an agricultural country depends upon the nature and extent 
of rainfall, the tyi)e of soil, artificial irrigation facilities etc. Density !s higher 
in highly industrialised regions. . These are the reasons why density in various 
parts of India is different. Bengal, Bihar and U. P. have high density, whilo 
Assam C. P. and Sind have low density. 

In the Punjab submountain districts and central districts like Lahore and 
Amritsar are highly populated while South-East and South-West Punjab are 
sparsely populated. Due to artificial irrigation canal colonies show a high 
rate of increa.se in population. 

Distribution of Population shows the following characteristics : (i) 89% 
of the people live in villages and only 13 per cent, in towns, (ii) The number 
of females is less than the number of males per thousand of population, (iii) As 
regards religion Hindus including scheduled castes are a little less than three 
quarters and customs are about one quarter and others are sikhs, chri.stians etc. 
(iv) Only 48 percent' of the people are of working age (15 —.50 years) as 
contrasted with England's 60 per cent. (15—60 years), (v) 65 per cent, of the 
people are employed in agriculture, industry accounts for 10 per cent, and 
trade 5 per cent. Modern Industry about 17 per cent. 

As regards the Punjab only 11 per cent, of people live in urban areas, 
females are less than males ; Muslims are 57 per cent. Hindus 25'5 per cent. 
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and Sikhs 13*2 per cent. The percentage of agricaltural popalation is abuat 
the same as in India. 

Is India overpopulated ? India is overpopalated in the sense that with 
the present methods of production its resources cannot support its population 
on a decent standard of living. But if the countries resources are properly 
exploited by the applicatitm of science it can support a larger population in 
better comfort. 

Efficiency of Population. Efficiency of population depends upon social, 
physical and cultured factors. Indian people are not efficient. Their inefficiency 
is due to warm climate, poor diet, insanitation, bad social environment, illiteracy 
and poverty. In addition to these general causes, there are other causes 
responsible for tho li»w efficiency of factory workers. These are : their 
migi'atory character ; long hours of work, congestion in industries centres, lack 
of capital, low wages, poor raw material and inefficient management. Hut all 
those conditions can be ctianged for the better. 

The Caste Systeoa. Originated as division of labour. Had many advant* 
ages in earlier limes : preserved hereditary skill, promoted mutual help 
preserved Hindus society against foreign influences and promoted social peace 
and contentment. 

But it lias serious demerit now : stands in the way of national indepen¬ 
dence, is undemocratic, obstructs large scale industry, prevents organisation of 
factory workers, prevents mobility of labour and this leads to waste of talent, 
creates false ideas of dignify, and has degraded millions of untouchables. 

But new forces are undermining its grip. 6uch are development of 
communications and transport, spread of education, equality before law, 
development of large scale industries etc. 

The Joint Family System. In this system several generations live as 
one family, the old male and female rule the rest. Earnings of all go to tho 
same pool and everyone’s needs are satisfied out of the common purse. 

Its advantages are : secures advantages of division of labour in the family, 
guarantees subsistance to old and iiifiim and sick, promotes cooperation, keeps 
together family property and resources, and imparts discipline. 

Its demerits are : Does not give reward according to work, creates 
discontentment, wracks individuality and initiative, imparts saving capacity, 
develops stay at homo habits and breeds ill will. Like the caste system tho 
new forces are also breaking the joint family system under western influences 
individualism is undermining its sorts. 



1. Explain the irregular growth of the Indian population during the last 
fifty years. 

2. What are the factors that govern the density of population of a 
conntry. Make a comparative study of density of population in tlie various 
parts of India by way of illustration of your answer. 

3. What arc the main features of the Indian population with respect to 


its distribution. . 

4. Account for the high birth and death rate m India. What is its 

economic and social significance ? 

5. Is India over populated ? Give detailed reasons for your answer. 

6. Account for the inefficiency of Indian workers. 

7. Critically examine (i) The caste system, (ii) The joint family system. 



CHAPTER IV. 


WORLD DISTRIBUTION OF CROPS AND INDUSTRIES. 


1. Inter-dependence of Nations. There are a number of 
things in our daily lives which we have learnt to take for 
granted. On getting up in the morning you order your servant 
to get some milk and sugar from the bazar and make you a cup 
of tea. Not even for a moment you doubt that these things 
will be available. But those things are readily available only 
because a large number of workers have contributed their 
efforts to the setting in motion of a gigantic wheel. The farmer 
must grow sugar cane, the sugar factory must make it into 
sugar, the transporter must carry it to the markets and the 
wholesale merchant must, undertake to distribute it to the retail 
shopkeepers, who in turn, make it possible for us to get things 
when we want them. Every reciuireinent, however small, 
necessislates the co-operation of a whole lot of workers who 
must do their share of work to make the entire machinery go 
smoothly. This co-operation is willingly given because, all of - 
us depend on others in respect of our wants, and all of us have 
wants to satisfy. Larger the number of wants greater is the 
dependence upon others. Every step in advancement takes us 
further and further away from the self-sufficient stage. Thus 
our life is characterised by interdependence. 


This interdependence is not confined to the limits of a parti¬ 
cular area, a locality or a country but extends to the wider 
International field. Nations have learnt to depend upon other 
nations in th^e same way as individuals have learnt to depend 
on other individuals. A farmer while supplying the food grains 
to the village weaver depends on him for the supply of cloth. 
India produces cotton which she sends to Great Britain and 
at the same time gets from Great Britain the cloth and other 
things which she does not make herself. Thus nations and 
individuals produce only those goods in the production of which 
they enjoy certain special advantages, as for other goods which 
they need and do not make themselves, they depend on others, 
*who have similar advantages in their production. Thus we find 
that the articles of our daily use are drawn from a number of 
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countries. The cloth may have to come from Great Britain, 
hosiery from Japan, toilet soap from France, bicycle from U.S.A,, 
pencil from Bavaria, paper from Sweden and so on. These are 
only a few of the large number of articles which we are accusto¬ 
med to use from day to day. 

Under normal conditions interdependence works remarkably 
well, to the advantage of all concerned. Serious difficulties are 
however felt when abnormal circumstances come to prevail. 
Conditions such as we are experiencing now due to the world¬ 
wide war. make it almost imposible for countries to maintain 
their usual productive activity, or to keep up normal trade 
relations, Mo£t of the articles which we used to import from 
foreign countries are no longer available, thus causing con¬ 
siderable hardship and inconvenience. The result is that we 
have either to produce such articles at home or go without them. 
Those countries which depend on others for their essential 
requirements like food-grains are the worst sufferers under such 
conditions. They expose tnemselves to the danger of starvation 
if cut off from the outside world. It is for this reason that 
some of the advanced nations have come to believe—in what is 
known as •‘national self-sufficiency". By this is meant the 
capacity of a nation to satisfy all the requirements from within 
its own borders. It can hardly be denied that national “self- 
sufficiency", if achieved, acts as a very potent factor in the 
military strength and defence of a nation. But it is economi¬ 
cally unsound if pushed too far. 

2 . India’s Position. Very few countries are so happily 
situated as India is. She is gifted with the power of producing 
practically all the requirements from within her own boundaries. 
It is an unfortunate fact that, in spite of her rich resources, she 
has been depe.iding on other countries for manufactured goods 
for the simple reason that she did not develop her own industries 
to supply her needs. Things are taking a turn for the better 
and there is a growing realisation of the fact that we should 
make use of our natural advantages by producing the 
manufactured goods for our own needs, to begin with, and later 
on for export also. The war has provided a tremendous 
stimulus for making a start, and a number of industries have 
come into existence, about which we shall speak in a subsequent 
chapter. An excellent beginning having been made, it may be 
hoped that it will gain strength as time passes, and India will 
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before long be reckoned among the important industrial 
countries of the world. 

The developments in communication and transport facilities 
make possible for nations to develop their resources to the 
fullest extent, because the surplus over their own requirements 
can easily be sold in foreign markets. The mutual exchange of 
products of various nations gives rise to international trade 
which is supposed to confer benefit on all concerned. Thus 
countries and areas come to be associated with certain products 
which become their specialities. 

3. United Kingdom- The Ignited Kingdom because of her 
vast mineral resources in the form of iron, coal, tin, copper, etc., 
coupled with a delightfully bracing climate which is favourable 
for hard work has come to be ranked among the foremost 
industrial countries of the world. She supplies her manufactures 
like cotton, woollen and steel goods to the markets all over the 
world ; Sheffield cutlery, Birmingham guns and engines, 
Lancashire cotton goods have acquired world-wide reputation. 
The products of textile industries constitute nearly 40 per cent, 
of British exports. Her natural features are so shaped that she 
cannot be an important agricultural country. Only about 8 per 
cent, of her population depends on farming and the rest on 
manufactures, commerce and transport. In consequence, for 
her essential food requirements she has to depend on the outside 
world. Dairy products like butter and cheese are imported 
from Denmark. Even wheat is supplied by distant countries 
like Canada and Australia. Highly perishable articles like meat 
have sometimes to be obtained from New Zealand. In respect 
of her industries all the necessary raw' materials cannot be 
produced by herself and she has to depend on India and U.S.A. 
to send her raw cotton for her cotton mills to make into cloth. 
Thus her exports consist mostly of manufactured goods like 
cotton manufactures, glass wares, chemicals, pottery, soaps, 
paints, varnishes, etc., and her imports of raw materials and 
foodstuffs such as cotton, oil-seeds, tea, coffee, wheat, etc. 

4- Germany. Germany is another important industrial 
country, which has been helped considerably by her resources 
and climate, in the shaping of her economic life. Because of 
the scientific bend of mind of her people, and the inventive 
genius of her experts, she has made remarkable progress in the 
establishment of chemical industries. The German synthetic 
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dyes have become a household world all over. Other important 
manufactures of Germany are electric, leather, cotton, silk, iron 
and steel goods. Unlike Great Britain, Germany has the 
advantage of being able to produce some fo^d-stuffs and raw 
materials But she has also to import raw materials and food- 
grains in considerable quantities. The food grains grown are 
wheat, oats, hops, rye, etc. Among the exports of Germany 
before the war manufactures represented 8o per cent., the 
important ones being machinery, textiles, paper, woollen, and 
silk goods, glassware, dyes, etc. Her imports consisted mainly 
of food-stuffs and raw materials for her industries, i.e., cotton, 
mineral oils, coffee, tea, butter, timber, iron ore, etc. 

Before Germany undertook the present war she made a 
very serious effort for making berself self-sufficient not altogether 
without success. But the present war like the last Great War, 
has thrown her entire economic life into utter confusions. It 
would take years before Germany would be able to reorganise 
and reconstruct her industries and get back to normal productive 
activity. 

5. U. S. A. This is a very fortunate country in respect of 
her natural resources. Vast areas of fertile agricultural land, 
and mineral deposits, provide the basis for a prosperous 
agriculture and manufacturing industries. She is in the happy' 
position of being able to supply most of her requirements from 
within her own frontiers, more than that she export both raw 
materials and manufactured goods like cotton, tobacco, 
minerals, iron and steel goods, etc. U.S.A. is the second largest 
manufactuier of cotton goods in the world. Her imports con¬ 
sist of coffee, tea, rubber, hides, spices, jute and raw silk. 
Agriculture in U.S.A. is carried on with the help of modern 
machinery on a large scale. Farming is made to yield abun¬ 
dant raw materials for her manufactures. The rnanufacturmg 
activity is also very up-to-date and produces articles of high 
standard and refined quality. 

6. France. This is an important agricultural country. 
Bv virtue of fertility of its soil and suitable climate it has 
carried on profitable cultivation for centuries past. But this 
does not mean that France is in a position to grow all her 
requirements. Its important food-stuffs like sugar and coffee 
(ifced in place of tea) are imported. Important crops of France 
are wheat, maize, rye and potatoes. Besides French wme is 
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famous throughout the world. In spite of her rich deposits of 
iron ore she has been handicapped in the matter of developing 
her industries due to scanty coal supplies. However the- 
manufacture of silk and woollen goods, soaps and oils, and 
motor-cars and jewellery are doing well though not established 
on a large scale. Krench silk manufactures have attained high 
reputation for their artistic design and finish. They are 
exported in large quantities to all parts of the world. 

7- Japan. The geographical features and natural resources 
of Japan are favourable for economic development. The 
country is mostly hilly and volcanic, only 15 of her area is 
arable. Agriculture is carried on in mountain valleys and coastal 
strips, rice being the chief crop. Other things grown are wheat, 
barley and rye. Her abundance of coal and iron have enabled 
her to develop manufactures also. Japan has become a serious 
rival of advanced industrial countries. With the help of cheap 
labour she has established modern industries, which turn out 
cheap goods of all kinds on a large scale. 

The important manufactures of Japan are silk and cotton 
goods, paper, matches glasswares, porcelain and toys. These,-in 
normal times are exported to different parts of the world. In 
return Japan imports machinery, iron and steel goods, raw 
cotton, grain and flour. Thus, for her important raw materials 
and food grains Japan has to depend on imports. Japan in 
normal times buys most of her raw materials from India and 
United States. 

Japan has made full use of a number of good harbours she 
possesses by establishing a mercantile marine. The country is 
well up in the means of communication and transport, railways 
have been constructed throughout the length and breadth of 
the country, 

8. Russia. Txarist Russia was essentially an agricultural 
country. There were very few industries. With the coming 
of the Soviets industrial development was earnestly taken in 
hand. The first.five years plan and the second five-year, plan 
aimed at makingthe country a self-sufficient economic unit and 
this object was achieved to a very large extent. Before the 
development of industriesJmportant exports of Russia consisted 
of timber and agricultural produce but now most of the raw 
materials are being used up within the country. During the 
process of industrialisation Russia had to import machinery on 
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a large scale from Germany and Great Britain. However, the 
manufacture of machinery of all descriptions has now become 
possible wdthin Russia to a great extent. Her imports in 
normal times consist of raw cotton, ores, metal, machinery, 
food-stufPs, tea, fish, coal, and raw wool, while her exports 
are mainly confined to corn, flax, linseed, wood and hemp. 

Important, agricultural products of Russia are wheat, barley, 
maize oats and rye. Cotton is also grown in certain areas. 
Agriculture is carried on mostly under a system of collective 
farming on a large scale. 

As a result of the all round economic development of the 
country which has come about during recent years an average 
Russian citizen before the present war led a far more comfor¬ 
table life than he did previously. 

Summary 

1. In the model'll world nations depend on each other for the fnll 
satisfaction of thoir requirement. There is division of labour on international 
scale similar to one on a national scale. Various countries specialise in the 
production of varioos goods according to their circumstances and re.sources. 

2. India has been able to develop folly her resources. She conld 
become self sufficient in many respects by developing industrially. A begin¬ 
ning Is already made. 

3. The United Kingdom is among the foremest industrial nations of the 
world. Only 8 per cent, of her people depend on agriculture. Her chief 
exports arc : Cotton, woollen and steel goods, glass ware, chemical, pottery, 
hoops, paints and warnishes. Her chief imports are food grains, dairy products, 
raw materials like cotton seeds etc., tea and coffee. 

4. Germany is also important iudustrially. Her chemical industries are 
famous. It produces more food stuffs than Britain but still has to import food 
grains. Her chief manufactures are electric, leather, cotton, silk, iron and steel 
goods. She grows wlieat, oats, hoops and rye. 80 per cent, of her exports are 
mannfactures, chief of these being machinery textiles, paper, woollen and 
silk goods, glass ware, and dyes. Her imports consist mainly of food stuffs 
and raw materials. Main items are cotton, mineral oils, coffee, tea, butter, 
timber, iron ore. The war has greatly upset her economic life. 

5. U. S. A. A great industrial and agricultural country. Her chief 
exports are cotton, iron and steel goods, minerals and chief imports consist of 
coffee, tea, rubber, hides, spices, jute and raw silk. Agriculture is carried on 
a large scale by machines. She employs most advanced industrial methods. 

6. France is an important agricultural country with fairly good indus¬ 
trial developments She grows maize, rye, wheat, potatoes. Her wines are 
famous. She has rich iron deposits but meagre coal supplies. Her manu¬ 
factures are silk and woollen goods, soap and oils, motor ears and jewellery. 

7. Japan is hilly and volcanic and only 15 per cent, of her area is 
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arable. Grows wheat, barley and rye in addition to the main crop which is 
rice. Has abundant coal and iron. Her important manufactares are silk, and 
cotton goods, paper, matches, glass*ware, porcelain and toys which she exports. 
Chief imports are machinery, iron and steel-goods, raw cotton, grain and door. 

8. Russia has shown remarkable indnstrial development since 1928 by 
her first, second and third five-years plans. She has achieved self-safficiency 
of a high degree. Her chief imports are raw cotton, ores, metal, machinery, 
food staffs, tea, fish, coal and raw wtxil. Exports are corn, fiax, linseed, wood 
and hemp. 

She grows mainly wheat, barley, Dfai/.e, oat, and rye. Agriealtare is carried 
on mostly under collective farming. 


1. Make a list of the various things that are ased in your household 
which of these are produced in (i) the Punjab (ii) India (iii) foreign countrie.s, 
naming the country of origin. 

2. In what respects America and India aic similar from the economic 
point of view 7 


3. Compare France with Great Britain as regards : (a) Production 
(b) Imports (c) Exports. 

4. Compare Russia and Japan regarding (a) agricultural methods, 
(b) Industrial products, (c) Dependence on foreign countries. 



CHAPTER V 


DISTRIBUTION OF CROPS IN INDIA AND THE 

PUNJAB 

1, IntK’O'duction. Tlie capacity of a nation to produce 
wealth depends very largely on its natural resources. The use 
which can be made of the natural resources would be greatly 
influenced by the background of its physical features. It is 
therefore necessary to have some idea of the physical features 
of India, before we pass on to an examination of its natural 
resources. The process of wealth production is nothing more 
than the exploitation of the forces of nature. 

2. Area and Population. India is a huge country. From 
North to South it is 2,000 miles and from East to West 2,100 
miles The total area is 1.5 million Sq. miles which is 13 times 
as large as that of Great Britain. It is almost a continent, 
being of the size of Europe excluding Russia and France. India 
has a long and e.xtensive frontier .stretching over 4,600 miles. 
Her coastline is about 4.300 miles in length. Her popiilation 
is ns immense as her area. As we have seen in an early chapter 
according to the latest census, 388.80 million people live in 
this country. The distribution of population is unequal m the 
different provinces, but the average density works out to about 

245 per square mile. 

3 Geographical Location. Geographically India occupies 

a very favourable position which can prove extremely helpful 

in her economic development. Standing as she does in the 
centre of the eastern hemisphere she is in a position to command 
all the important trade routes. This confers on her a unique 
advantage in re.spcct of international trade. 

Her long coastline affords opportunities for the development 
of shipping. But she is not so well off in the matter of harbours. 
There are only two natural harbours. Bombay and Kara<m‘. 
The other important ports are Calcutta and Madras. 
should develop some new harbours and improve the old and 
neglected ones. It is a good thing, however, that the ports are 
fairly well connected with the interior by means of roads and 

railways. 
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4. Climate. The physical aud climatic conditions present 
a remarkable variety. In the North we have magnificent 
snow bound mountains with rivers flowing down into the 
valleys. In the south spreads the great plateau covered with 
rich luxuriant forests. “To one, for instance, who has gained his 
knowledge of India in lower Bengal, India is a country of 
almost constant heat and damp, luxuriant vegetation, rivers, 
tanks, rice-fields and coco nuts with few cities, and densely 
inhabited by a mild and timid population. Turn towards 
U. P. or the Punjab and the picture is entirely different 
‘.‘instead of one of the dampest and gieenest countries of the 
earth we find in the early summer one of the brownest and 
most arid—a country scorched with winds like the blast of a 
furnace, with a cold and bracing winter climate, instead of the 
tropical vegetation of Bengal one finds thousands of square 
miles covered with wheat and barley aud the products of 
temperate zone.”'*' At one end we have the north where the 
climate is dry hot in summer aud cold in winter and at the 
other there is the 
south with its climate 
more or less uniform 
throughout the year, 
the west coast being 
warmer than the east 
coast. Again there 
are the port towns 
which enjoy an equa¬ 
ble climate. Thus 
India has almost 
every.variety of cli¬ 
mate ranging from 
the blazing heat in 
Sind to the freezing 
cold in the Himala¬ 
yan region. 

5 . Soils. The 

study of crop distri¬ 
bution involves an-’ 
examination of the 
factors on which 
agriculture depends. 

Sir J. Strachery, India, its administration mvl 
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Soil and rainfall are the two factors in this connection. So far 
as soil goes India is rich in alluvial plains, examples of which 
are the Indo-Gangetic plains of the Punjab and the U.P. These 
plains are agriculturally full of potentialities and have come 
into being because of the presence of a large number of rivers 
which keep on shifting their courses. 


Besides there are other soils of varying composition and 
fertility such as the black soil of Bombay suited for the growth 
of cotton or the yellow red soil of Balgham and Dharwar suited 
for fruit cultivation, specially mangoes. The map on previous 
pages shows the soils of India. 


6. RainfaU^Average, annual rainfall of India is 42 
inches. But r^ufall is not uniform throughout the country. 
There are parts like Lower Bengal and Assam which have 
excessive rainfall and there are others like Rajputana and 
Western Punjab which suffer from frequent droughts. Think 
of Chirapunji with an annual rainfall of nearly 500 inches onj 
the one side and on the other Upper Sind with a rainfall^ 
of less than three inches. The mips below sho w |the^ 
geographical distri¬ 
bution and variabi¬ 
lity of rainfall in 
India. 

Rainfall in India 
is confined to certain 
seasons. The usual 
time for summer rains 

is from the ini<ldle of 
June to the middle 
of September, and 
for winter rains from 
the middle of Decem¬ 
ber to the middle of 
i'ebruary. Summer 
rains depend on the 
South-Western Mon¬ 
soon and the winter 
rains on the North- 
Kast win<ls. 
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In no other country of the worldj rainfall has so great an 
importance for the 
economic life of the 
people as in India. 

A vast majority of 
the people in this 
country depend on 
agriculture for their 
living, and agri¬ 
culture in turn 
depends on rainfall. 

Over vast areas 
rainfall is uncertain 
and introduces an 
element of un¬ 
certainty in the 
agricultural indus¬ 
try as well. Thus 
the deficiency of 

rains in anv year 

^ • 

may bring about 
failure of crops and 
mav create famine 
conditions. Artifi¬ 
cial irrigation, about 
ing this uncertainty. 

Tet us now go on to see how Indian agriculture fares and 
what are its chief products. 

7 . Distribution of Crops. It has been remarked earlier 
that agriculture is the mainstay of the vast majority of our 
people. This important occupation produces food-grains and 
raw-materials both for home consumption and for exports. 
Crops are regulated by rainfall which is seasonal and depends 
on the monsoon winds. There are two crops raised in the year, 
the autumn crop or Rabi and the spring crop or Kharif. The 
former consists of rice, maize, millets and pulses and the latter 
that of wheat, barley, tobacco, oilseeds, etc. There are some 
areas which yield both the crops, while there are others which 
yield only one. 


VARIABILITY OF RAINFALL INDIA f 



which we shall speak later, aims at remov- 
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Rice. Riee is the most 
almost one-third of 
the total sown area. 

Next to China, India 
■ is perhaps the largest 
producer and con¬ 
sumer of rice. Rice 
requires plenty of 
water and does well 
on swamps. The 
alluvial soil of river 
vallevs and deltas 
are favourable for 
its cultivation. It 
cannot be grown in 
places where rainfall 
is less than 40 inches. 

Thus rainfall is an 
important factor in 
its production and 
whenever rains are 
scanty the output of 
rice also falls. 

The principle rice growing provinces, in the order of 
importance, are Bengal, Madras, Bihar, United Provinces, 
Orissa, Central Provinces. Assam, Bombay and Sind (See map). 
India is regarded as the second largest rice-producing country 
in the world. But almost the whole of rice produced is con¬ 
sumed within the country. In fact we were importing about 
2 iiiillion tons of rice«^ before the war, mostlj'^ from Burma. 

Wheat. In respect of wheat India occupies the fourth 
position among the wheat producing countries. She contributes 
about one-eighth of the world’s total output. In some of the 
Provinces of India like the Punjab, United Provinces, North- 
West Frontier Province, wheat is the staple food of the 
population. 

Wheat producing Provinces are:—C.P., Bombay, Biliar 
North-West Frontier Province and Sind. The Punjab and 
U. P. between them produce nearly 60 per cent, of the total 
output. (See map on next page) 
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Moderate rainfall is required for the cultivation of wheat. 
It grows well even 
in dry areas where 
there is a certain 
amount of artificial 
irrigation. 

Wheat is sown 
during winter and 
harvesting begins in 
March. Almost the 
whole of wheat 
grown is used for 
home consumption. 

Sometimes we actu¬ 
ally import wheat 
from Australia (5,000 
tons in 1938-39). 

On account of the 
old and unscientific 
methods of cultiva¬ 
tion, the yield of 
wheat crops is ex¬ 
tremely low. The 
following table shows the average yield of wheat per acre in 
some important wheat producing countries. 



Dciiiiiark 

Canada 

U8.A. 

Australia 

India 


Hushels per acre 

44 

17 

14 

12 

11 




Millets, {Jawar and Bajia), They require drv hot climate 
for their growth and can therefore be cultivated, even in less 
fertile areas where the rainfall is also scanty. Jawar is grown 
extensively in the Deccan. Other jawar producing areas, 
are Madras, C.P., U.P., and the Punjab. 

Bajra is less extensively cultivated. Bombay Madras, 
the Punjab and Rajputana States are the important producers! 
In normal times more than one-fourth of the total production 
of millets is exported. 
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Barley ds Maize. 

Barley is a crop of 
minor importance 
as India raises only 
5 per cent, of the 
total world output. 

It is a winter crop. 

The sowing time is 
from October to 
November and har¬ 
vesting begins in 
March. Barley is 
grown mostly i n 
Northern India, 
particularly in U. P. 

(See Map). Very little 
of what we produce 
is exported, parti¬ 
cularly the whole of 
it is used up for 
home consumption. 

Maixe is found 

more or less all over , -^-—— 

India the major portion being produced in the North ine 
U. P/ Bihar and the Punjab are the important producers as 
shown in the map on the next page. This is also a crop which 
is used up mainly for internal consumption and exports are 
insignificant. Average annual production is round about 

2 million tons. 

Pulses. These are grown in almost every pajt as they 
constitute an important item in the as also for 

cattle food These are grown largely in the North-East Punjab, 
Central Bihar and Southern U. P. Important pulses grown are 
Masur (lentil) and Arhar. These have no importance from the 
point of view of export trade, as internal demand is very keen. 

Tea. Tea is India’s important produce as she contributes 

the largest quota more than 40 per cent, to the world output 

Tea is grown over wide areas extending from the Himalayas at 
one end and the Peninsular India at the other. Tea can be 
best grown on the hill sides where soil is fertile, temperature 
high Ind rainfall in plenty. It is very necessary that the rain 
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water should be drained off and not allowed to remain stagnant 
round the plant. 

More than three-fourths of Indian tea is obtained from Assam 
and Bengal. Other tea producing areas are Garhvval, and 
Almora in U. P., Ranchi and Hazaribagh in Bihar, and Kangra 
Valley in the Punjab. 

More than 75 per cent, of the tea produced is exported to 
countries like U. K., France, U. S. A., Australia, etc., U. K. 
being the biggest customer. 

Coffee. Coffee cultivation is the monopoly of Southern 
India. It requires warm moist climate and a rich and well- 
drained soil. Out of the total output Mysore supplies more 
than 50 per cent. Madras, particularly the Nilgiris, contributes 
about 25 per cent. 

Indian coffee is exported to Huropean countries such as 
U. K., France, Belgium, Holland and Germany. In recent 
years there has been a tendency for the exports to fall because 
of the competition of Brazilian coffee which has captured most 
of the markets. 

Tobacco. This is 
cultivated through¬ 
put the country. 

India is the second 
biggest tobacco 
producing country 
in the world, 

Tobacco is mostlv 
cultivated in Bihar 
and Bengal in the 
Hast : Madras and 
Bombay in the 
South. Besides the 
Punjab and U. P, 
also grow small 
quantities in the 
central districts. 

Indian tobacco is 
unsuitable for 
making cigarettes 
because of its coarse 
leaf, dark colour and 
too strong flavour. 
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Most of the tobacco produced is used up in the producing 
areas arid very little of it enters into export trade. 

Sugarcaiie. This is another important crop to which India 
devotes a larger area than any other country. There are some 
who believe that India is the original home of sugarcane. It 
requires high temperature with plenty of rainfall. This is grown 
largely in Northern India, although Madras, Bengal, Bihar and 
Bombay also cultivate it. U. P. supplies more than 40 per cent, 
of India's total output. 

In recent years improved varieties of sugercane have been 
tried and the sugar industry has received a good deal of stimulus 
through Government help. Consequently there has been a 
great increase in the area devoted to its cultivation. 

Jute, India enjoys practically a monopoly in the production 
of Jute. It is used 
on a large scale for 
making bags in which 
agricultural produce 
is moved. 

Jute is grown in 
Bengal, Assam and 
Bihar and Orissa. 

More tlian 80 per 
cent, of the tola! 
produce is raised by 
Bengal (See Map). 

Most'of the jute 
produced .is exported 
to foreign markets 
such as U.K., 

Germany, Japan and 
U. vS, A. In recent 
years there has been 
a tendency for the 
foreign demand for 
jute to fall on account of the discovery of substitutes. This 
has naturally hit the cultivation of this important fibre. 

Cotton. Among the commercial crops grown in India cotton 
occupies the first place. India is one of the leading countries 
of the world in the production of cotton. She stands next to 
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y. S. A. and supplies 
one-fiith of the total 
world production. 

Unfortunately the 
quality of cotton 
grown is poor. It is 
short-staple and is fit 
for making coarse 
cloth only. 

Cotton is grown 
over wide areas 
in Bombay C. P. 

Berar, the Punjab, 

Madras, U.P..BeMgal, 

Hyderabad, Mysore 
and Rajputana, The 
black soil of the 
Deccan is particular¬ 
ly favourable to its 
production. Bombay 
and Berar supply 
about half the total 
output. Until recently most of the cotton grown used to be 
short-staple, but now American cotton (long-staple) is also 
grown in some parts, particulaily in the Punjab and Sind. 

India is an important exporter of cotton. Countries which 
buy Indian cotton are Japan, United Kingdom, Italy, and 
China. Japan being the most important consumer used to 
take 6o per cent, of our exports before the war. The demand 
from Lancashire has been growing in recent times as a result 
of trade treaties. 

Oil Seeds. The principal oil seeds grown in India are lin 
seed, groundnuts, cotton-seeds, rapeseed, castor-seed, sesamum- 
seed, coco-nuts, etc. These have come into importance only 
in recent years. The oil extracted out of these is used not 
only as human food but also for preparing medicines, perfumes, 
varnishes, lubricants, etc., etc. 

Oil seeds form an important item in our export trade. 
The various oil seeds are fgrown in the provinces noted against 
them, 
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THE RESOURCES OF INDIA OILSEEDS 




Linseed — C. P. 

Bihar, Orissa, U. P., 

Bombay, Bengal 
and the Punjab. 

Rape-seed— U. P. 

Bengal, the Punjab. 

Bihar and Orissa. 

G r o u ndnuts— 

Madras, Bombay and 
C. P, 

Sesamvm Uil) — 

Bombay. Madras and 
C. P. (One-fourth) 
of worlds' total out¬ 
put). 

Casio r-secd — 

Madras. Hyderabad 
State. Bombay and 
C. P. 

Oil-seeds are ex¬ 
ported to the I'niled --^-. — 

Kingdom and other European countries in considerable 

rjuantities. 

Rubber. This is not a very important produce of India. 
Only 2 per cent, of the world’s output is her share, libber 
plantatioiis are found mostly in Southern India. Madras, Coorg, 
Mysore, Travancore and Cochin. 

India rubber goes mostly to foreign markets like U. K„ 
Ceylon, Holland and Germany. 

The table below shows the area nnder yield of some 
crops in India. Stati.stics are for the year 1942-43 except when otherwise 

indicated :— 





coco^4/r 

MjtM 


TtT 


oo o 

d A o 


Crops 


Areas million 

ficrea. 


Yield million 
tons. 


Rice 

Wheat 

Barley 

Jowar 

Bajra 


70*4 

259 

C-5 

2 r8 

14*2 


330 

9'2 

2*0 

40 (1941-42) 
2*2 Fo 
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Crops 

Area millions 

Yield million 

ycres. 

tons. 

Maize 

5-6 

1*9 (1941-42) 

Gram 

127 

30 Do 

Sugar care 

34 

5-4 

Oil seeds 

19T 

45 

Cotton 

19'6 

0-5 

Jute 

3-3 


Coffee 

OT 


Tea 

07 

02 (1941-42) 

Tobacco 

ri 

04 Do 

Fodder 

10-4 

... (1940-41) 

Fruits and Vegetables 3'9 

Do 


The land of five rivers presents a great 


THE RESOURCES Of INDIA FOOD CROPS 


8. Punjab Crops* 

variety of scenery, 
ranging from the 
snow-clad mountains 
and glaciers of the 
upper Himalayas to 
the sandy deserts of 
south and west. 

However the’charac- 
teristic scenery of 
the Punjab consists 
in the plains which 
present a luxuriant 
green a-p]p e]a r a nee 
before the harvest¬ 
ing season begins. 

The vast plains are 
of aUuvialJformation. 

Climatically also 
the|Province presents 
extremes of beautiful 
bracing winter and 
intense trying heat 
during summer. As 
climate is dry the question of rainfall becomes very important. 
In areas where rainfall is uncertain the problem of artificial 
irrigation has had to be seriouslv tackled. 



MAt2£ 

** OATS 

V syGA/9 
WMIAT 
fOOOCAfOfiS 
TfA 


The totaljarea of the Punjab is 60 million acres excluding 
the native States of which 30 million acres are cultivated. 
About one-third of the cultivated area is under wheat. 
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Wheat. Wheat is an important crop not only because of 
its position in the export trade but also because it is the staple 
food of a large part of the population. But the quantity of 
wheat exported is only that which is in excess of the require¬ 
ments of the population. The outturn varies in different 
localities being 5 to 10 maunds in unirrigated lands and 15 to 
25 maunds per acre in irrigated lands. Harvesting time for 
wheat begins in April and sowing is done in October and Nove¬ 
mber. Wheat is grown all over the Province in considerable 
quantities except the Ambala Division and the Ferozepur 
District. The Districts of Ivyallpitr, Gurdaspur, Montgomery 
Jullundur and Multan deserve special mention. 

Among winter crops Barley comes next to wheat. 
This is a food grain grown on soils which are inferior in com¬ 
position and moisture. This is a coarser grain which is more 
hardv than wheat. This is grown mostly in Hissar. Gurgaon 
and Ferozepur Districts. The important use made of Barley 
is for brewing and malting. 


Orarh^ It is a winter crop and holds a prominent position 
among tli^ pulses. It is cultivated in unirrigated lands and 
therefore is dependant on rainfall. It is cultivated in con¬ 
siderable quantities in the districts of Ferozepore. Hissar and 
Ludhiana. 


Rice \ This is a summer crop requiring special conditions 
for its cultivation. It can be grown in hot climate with plenty 
of water supply and moisture. The sub-montane districts of 
the Puniab are specially favourable for its growth. The 
districts of Hoshiarpur, Kangra, Simla and Gurdaspur are 
among the important producers. 

Cotto^ This is an important commercial crop which 
ticcupies a prominent position in export trade. The variety 
of cotton grown was mostly short staple (Desi) but in recent 
year long staple (American) variety has become more popu¬ 
lar because of the high value that it fetches. Cultivation of 
cotton is possible only in irrigated lands. 

Cotton requires hot moist climate for sowing, moderate 
rainfall during summer months and dry autumn at the time 
of picking. It is grown in large quantities in the canal 
colony districts of Sbahpur. Montgomery. Multan. Lyallpur 
and Sheikhupnra, 
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Sugar-cane. This is a crop the possiblities of which were 
not properly appreciated till recently. India used to depend 
on imported supplies of sugar. Plenty of water supply is 
necessary for its growth. Its cultivation demands a good deal 
of the time and attention of the cultivator. However, its 
value adequately compensates him for the trouble involved. 
Among the sugar growing provinces, Punjab stands sacond 
toU.P. 

Sugar-cane is sown in March and harvested in the winter 
months of January and February. It flourishes in hot climate 
having suflicient moisture. The districts of Hoshiarpur, 
Jtillundur, Amritsar, Oujranwala and Lyallpur have proved 
particularly suitable for its production. 

Most of the sugar-cane is now used in the manufacture of 
sugar by sugar factories which have been established in diffe¬ 
rent parts of the province. Before this gur was rnade out of 
the sugar-cane juice. 

Jawar ajid Bnjra. These are grown in drier parts and are 
used both for human and animal food. Grown practically in 
all parts in limited quantities they are consumed locally. 

Oil seeds. This is another important crop. We export oil 
seeds in large quantities. Important oil seeds being linseed, till, 
castor-seed, rape-seed, etc. 

Oil got out of these seeds apart from being edible is used 
for burning purposes. A good deal of it is now being used 
for the manufacture of vegetable ghee also. Oil cakes are a 
valuable food for the cattle. These are grown almost all over 
the Province. 

Teal This is grown in the Kangra valley at the foot of the 
hills. 'It requires warm and damp climate with abundant 
rainfall which should be drained off. The quality of the tea 
grown is not as good as that grown in other parts of India. 

J/aize\ This is a food-crop which is used as a staple in 
some parts. As it requires plenty of moisture and heat, it 
flourishes in hilly tracts at low altitudes. 

Vegetahl^. Vegetables such as carrots, turnips and 
potatoes are now grown extensively, particularly, near the 
centres of population. 

Potato is very profitable crop which has come to the fore¬ 
front in recent years. 
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Fruit, With its variety of climatic conditions, the Pimjab 
is in the fortunate position of being able to produce fruit of 
different kinds. Certain fruits like oranges, bananas, etc., 
suitable for dry climate, are grown in large quantities in Shah- 
pur, Montgomery, Lyallpur and Gujranwala districts. 
Mangoes, figs, plums, etc., requiring hot and moist climate are 
grown in the sub-montane districts. 

Melon is another important fruit having different varieties 
and forms. The districts of Jullundur and Ferozepore are 
famous for the quality of melons which they grow. 

Dates are produced in large quantities in the south-western 
district of Multan and Muzaffargarh, etc. 


In Kulu valley and Simla hills cultivation of fruit has 
been started on systematic lines by European settlers. Pears, 
peaches, apples, plums, etc., of high quality are grown and 
exported to different parts of India. Transport difficulties 
stand in the way of proper distribution and marketing of fruit 
grown in these remote areas which have been selected because 
of their temperate climate. There is hardly any doubt that 
with the extension of transport facilities fruit cultivation could 
be undertaken on a very much larger scale much to the benefit 
of the Province. If cheap fruit is made available all over, 
this would help in supplying valuable nourishing elements in 
the diet of the masses which is deficient in certain 
important respects. Besides, fruit when grown in sufficient 
quantities can form the basis of a 
canning and preservation industry, 
are already being tried. 


profitable and prosperous 
the possibilities of which 


The following table gives the area under some important crops and 
their yield in the Punjab for the year 1942-43. 


Crops. 

Area. 

Million 

acres. 

Yield. 

Million 

tons. 

Whent 

10-4 

4-2 

Barley 

0-9 

03 

Jowar 

08 

09 

Bajra 

4T 

0‘6 

Maize 

1*2 

0‘4 

Gram 

47 

10 

Oil seeds 

1-6 

• • • 

Sugarcane 

0'5 

0*4 

Cotton 

2-3 

02 
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Summary. 


1. General. The total area of India is 1'5 million of miles and its 
popnlation in 1941 was 389 millions. It has a land frontier of 4.600 miles and 
coastline of 4,300 miles. 

Geographically India occnpies a central position in the eastern hemis* 
phere and commands all the important trade routes. Climate shows remarkable 
variations. Hot and damp in the east, intense cold in the northern hills, dry 
in the centre etc. Character of population also differs from region to region. 
India is rich in alluvial plains, where rivers flow — the Indus and the Ganges 
basins. In the south the black cotton soil is very fertile. 

Average annual rainfall is 45 inches. But local variations are extreme 
from 500 inches in Chiranpnnji to 3 inches in Upper Sind. The main rainy 
season is from middle of June to September. Artificial irrigation is a necessity 
over vast area. 


2, Crops. Chief crops are : ^(a) Food crops : rice, wheat, bajra, barley, 
maize, gram, millets and pulse.s. tea. sugarcane and coffee, (b) Non Pood-crops : 
cotton, jute, oilseeds etc. 


3. Geographical Distribution of Crops : 

(а) Rice : Bengal, Madras, Bihar, U. P., Orissa. 0. P., Assam, Bombay, 
Sindh. Total area 70-4 million acres and yield 23 million ton.s in 1942-43. 

(б) mifat : U. P., Punjab., C. P.. Bombay, Bihar, N. W. F. P. and Sind. 
Total area 26 million acres and yield 9 million tons in 1942*43. 

(c) Joioar: Deccan, Madras, C. P., U. P. and Punjab. Total area 218 
million acres, yield 4 million tons in 1941-42. 

(<^1 Bajra : Bombay. Madras and Punjab. Total area : 14 2 million acres, 
yield 2'2 million tons in 1941-42. 

(e) ; Northern India, especially U.P. Area: 6‘5 million acres, 

yield : 2 0 million tons in 1942-43. 

: U. P., Bihar and Punjab special areas for it. Area : 5*6 

million acres. Yield : 19 million tons in 1941-42. 

Gram : Punjab, U. P., C. P. and Berar, Bihar and Orissa. Area ; 12'7 
million acres. Yield : 3’0 million tons in 1941-42. 


(/*) Suffarcane : U. P., Punjab, Bihar, Bengal, Madras and Bombay. 
5*4 million acres. Yield : 5.4 million tons in 1942-43. 

(i) Oilgeedn : include linseed, groundnut, cotton seed, rape seed, 
seed, sesamum, cocoa-nut. They are grown in Bombay. Bengal, Madras, 
Unssa, U. P. and Punjab. Area : 19 million acres, yield 4'5 million tons. 

ii-fi = Bombay, C. P., Berar. Punjab. Madras. U. P.. Bengal. 

116 million acres. Yield 0*5 million tons in 1942-43. 

ik) Jute : Almost entirely grown in Bengal. Area 3'3 in 1942-43. 

U) Co/fee : South India—Madras, Mysore. Area : 01 million acres. 

0-7 Assam and Bengal. Also in U. P. and Punjab. 

0 7 million acres, yield 0 2 million tons in 1941-42. 


Punjab Cropi, These are : Wheat, 
^ram, oilseeds* cotton, sugarcane* 


barley, jowar, bajra, 


Area : 

castor 

Bihar, 

Area : 

Area : 
maize, 
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Exercises. 

What are the factors that determine the character of crops of a 
country. Give Indian examples. 

2. Draw a map of India showing the distribution of various food crops 
in vaiious regions. 

What are the main noii>food crops produced in India. Indicate in a 
map their geographical distribution. 

4. Write a note on the important crops of the Punjab. 


CHAPTER VI 

agriculture in INDIA AND THE PUNJAB 

1. The Village. India is essentially a land of villages. 
A vast majority of her population is living in rural areas. 
Agriculture is the mainstay of our rural population. Three oul^ 
of every four persons directly or indirectly depend upon 
agriculture. 

Village is the unit of Indian economy. In order to study 
the conditions of life and work of our people we have to look 
to the village. The study of a village involves the study of 
agriculture, because a village is nothing more than a collection 
of cultivated holdings with or without some waste land 
attached to it. Usually a village occupies a central site on 
which dwelling houses are built. The village lands spread 
around the village itself. Occasionally we may come acro.ss 
farms having their own independent hamlets. 

Till recently an Indian village used to be a self-sufficient 
unit, having its own set of artisans, supplying all its require¬ 
ments. The developments in the means of communication and 
transport, however, have linked up the various parts of the 
country, and have to a certain extent removed the isolation of 
the village. 

2 . Village Classes. The village population is composed of 
the following: — 

(z) Peasant proprietors, (n) Tenants, (ut) Village officers. 
(£v) Village artisans and menials. 



AGRICULTURE IN INDIA AND THE PUNJAB 


69 


(t) Peasant proprietors. The peasant proprietors constitute 
a very important class and are the back-bone of the village 
communit 3 ^ They cultivate their small holdings, with their 
own labour, assisted by their family members and supply their 
own capital, whether belonging to themselves or borrowed from 
the money lender. It is only occasionally that a peasant- 
proprietor has to employ hired labour. 

{ii) Tenants, The tenant is a landless farmer who cultivates 
land, not owned by himself, but taken on rent, usually paid in 
the form of a portion of the gross produce. 

{iii) Village Officers. The village officers consist of the 
head-man or Lambardar who is charged with the duty of 
collecting land revenue on payment of a fixed remuneration. 
Apart from this important function, he is expected to assist 
the administration in the maintenance of law and order. 

Next in importance is the village 'Patwari,’ who keeps an 
upto date record of village holdings, the areas sown, the crops 
reaped, etc. 

Then we have the village Chowkidar, who may be regard¬ 
ed as an agent of the police, being entrusted with the work of 
reporting all crimes committed in his area. 

{iv) The Village ArtUans. Every village has a set of arti¬ 
sans normally consisting of:— 

(a) Carpenter. (6) Blacksmith, (c) Potter, {d) Cobbler, 
(e) Water-carrier. (/) Barber and Surgeon, {g) Weaver. 

Apart from these village servants, there is the village priest 
who looks after the religious needs of the people. 

The artisans who make their services available to the village 
community are generally paid in kind. The distribution of 
occupations amongst these artisans is on the basis of heredity. 
A villager has to depend on the outside world for a very few of 
his requirements, e.g.^ machine-made cloth, kerosene oil, salt, 
etc Otherwise, most of the requirements are supplied by the 
village artisans. 

3. Importance of Agriculture. It has already been 
renarked that agriculture is the most important occupation of 
the country supporting three-fourths of the population. Its 
importance consists not only in raising the food for the vast 
population, but also m providing the raw materials for the 
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principal industries e,g,^ cotton mills, jute mills, sugar factories, 

etc. It IS an unfortunate fact, however, that in spite of its 

overwhelming importance Indian agriculture is in a hopelessly 

backward state If we look at the methods of cultivation, 

animal husbandry, marketing organization, etc., we have no 

doubt left in our minds that there is a tremendous scope for 
improvement. 


Let us now examine the causes of the backwardness of our 
agriculture and devise ways and means of bringing about the 
necessary improvements. 

j. Caus^ of Backwardness of Agriculture, (a) Svh- 
division and Fragmentation of holdings. 

The law of inheritance, which enjoins an equal division of 
property among the heirs in a family, has led to widespread 
distribution of property. In the case of land it has the effect 
of splitting up the holdings into small parcels, which become 
soiuetinies unprofitable to cultivate. Division of property to 
be made equitable means the giving to each individual a share 
of good as well as bad quality land. This process repeated 
generation after generation has led to fragmentation of land 
holdings. It is not uncommon for an individual's holding to 
be in lo or 20 different fragments situated in as many differ¬ 
ent places. 

In the Punjab, it has been estimated that 22.5 per cent, 
cultivators cultivate one acre or less, 15.4 per cent, cultivate 
I to 2.5 acres ; 17.9 per cent, cultivate between 2.5 and 5 acres 
and 20.5 between 5 and 10 acres. Average cultivated area per 
owner in some of the European countries is as follows:_ 

Belgium 5.7. France 5.5. Germany 19.25. England 26.95. 
Scotland 56.31. Wales 38.05 acres. 

Sub-division and fragmentation of holdings result in several 
disadvantages. Sub-division of holdings, for instance, renders 
them uneconomical for cultivation. Fixed costs here bear a 
high proportion to the total cost. Permanent improvements 
are very difficult to effect. There is a waste of land in ridges 
and boundaries. Finally it is impossible to make use of 
machinery in such holdings. 


Similarly fragmentation of holdings is responsible for the 
waste of time and labour in going from one field to another. 
It increases general working expenses and the problem 6f 
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fencing becomes very difficult. Irrigation of such scattered 
holdings is difficult, particularly by means of wells.- There is 
a good deal of waste of manure in transit. The problem of 
watch and supervision also becomes difficult, resulting in a good 
deal of loss due to stray animals. Due to expensive fencing, 
boundaries are not well marked and this results in mutual 
disputes, quite often leading to expensive litigation, for even 
murders are committed on such trivial affairs. 

Fragmentation of holdings results in awkward complications. 
In one village of the Punjab, it was found that 156 owners 
had between them no less than 729 plots, of which 423 were 
less than I acre and 21 1 were less than a quarter of an acre 
Thus fragmentation has brought things to such a pass that in 
some cases, it is impossible to cultivate the small fragments. 
The waste of labour involved in moving from field to field and 
the waste of land in boundaries and the difficulties arising out 
of irrigation create a situation which renders profitable cultiva¬ 
tion out of question ; not to talk of using improved methods or 
the employment of labour savings devices.* It may be safely 
asserted that until this serious evil is tackled, there is little 
chance for any improvement being made. 

Sub-division comes about as a result of the distribution of 
landed property. But in order to make division equitable as 

already said, each co-sharer must receive his share of the good 

land as well as bad land, when the quality is not uni¬ 
form, as happens very often. This leads to the splitting up 
of an individual s share into so many parcels or fragments 
situated at different places. 

Various remedies such as a change in the laws of inheritance 
co-operative farming, joint farming by family members etc * 
have been suggested and tried in other provinces and countries 
but the voluntary consolidation of holdings on a co-operative 
basis tried in the Punjab has proved to be most effective After 
the passing of the Punjab Consolidation of Holdings Act of 1036 
the process of consolidation has been accelerated. This Act 
prevents the minority from obstructing the process of con¬ 
solidation if the majority of the people agree to have it. The 

force behind this activity is that of persuasion and propaganda 

What the voluntary resolve of the people is capable of doing is 

proved by the striking results obtained. About 13 lakhs of 

•Calvert’s WenUh and Welfare of the Punjab. 
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acres, out of the total cultivated area of about 3 crores of acres 
has been redistributed. The Punjab had, by the end of July, 
1939. 1.477 Co-operative Consolidation of Holdings Societies! 
As a result of the commendable work done by these Societies 
land has become more productive. Fields formerly uncultivated, 
because of being too small, have been brought under cultivation. 
It may be added that the problem of fragmentation and sub¬ 
division is not so acute in the Canal Colonies where the cul¬ 
tivation of land was started only in recent years. 

It may be hoped that the good work done in this connection 
will not be undone in the future and suitable measures will be 
adopted for the prevention of fragmentation of consolidated 
lands. The lead given by the Punjab is being followed by other 
provinces which are faced with a similar problem. 

(6) Agricultural Capital is Inadequate. Capital is as neces¬ 
sary for agriculture as for any other industry. In a poor country 
adequate supply of capital is lacking and therefore the industries 
have to suffer for want of an important agent of production. 
Agriculturists in India and the Punjab require capital not only 
for carrying on their operation but for various other purposes 
also, domestic needs, to meet the expenses in connection 
with religious and social ceremonies and litigation. Having no 
capital of their own they have to resort to borrowing. The 
cultivator by nature being improvident doe.s not save when he 
could, with the result that even for his ordinary requirements he 
has very often to borrow. 

The need for borrowing has in turn given rise to a vicious 
system of lending by the money-lenders. The Punjab alone had 
55.000 money-lenders in 1930. The agricultural debt of British 
India was estimated in 1930 to be not less than Rs. 900 crores 
and of the Punjab Rs. 135 crores. The money-lender is often 
said to be responsible for most of the ills from which Indian 
agricultural suffers. We must, however, remember that if the 
cultivator is to escape the clutches of the money-lender, he must 
be given other sources of the supply of Capital which is his 
important need. The Government sometimes advances Takavi 
loans to help the cultivator in times of need, bnt these have not 
proved very popular. What the Co-operative movement and 
the debt legislation has done in this connection will be consider¬ 
ed in chapter XI. 

(c) Implements primitive. Arising from the want of adequate 
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capital is the lack of up-to-date tools and implements. The 
conservation of the peasant is proverbial and as such has been 
responsible for the use of only such tools as he has inherited 
from his ancestors. He has neither the means nor the progres¬ 
sive outlook to effect a change. So long as the instruments of 
production are not modernised agriculture must remain back¬ 
ward. Fortunately, the Agricultural Department is succeeding 
in making the people see the need for adopting improved 
methods of cultivation and one is pleased to notice the iron- 
plough, the sugarcane crusher, and the fodder cutters being 
used here and there. But a good deal remains to be done before 
any substantial improvement becomes noticeable. 

It should be remembered that the use of modern implements 
on a large scale has its limitations in a country of small-holdings 
like India. Agriculture is necessarily a small-scale industry, 
under such conditions unless vve take to co-oi)erative farming on 
the lines adopted in the U. S. S. R. We shall, therefore, have to 
proceed with caution and to see that the craze for modern 
machinery is not over-emphasised. Besides full benefit from the 
introduction of machinery cannot be derived unless the same is 
manufactured within the country. It would be all to the good 
if we could make a start by improving the implements already 
in use, before we can introduce altogether new ones. 

In this connection a description of the tools and implements 
actually in use will prove of interest : — 

Plough. The most important implement is the plough 
known as Awi. Its function is to cut and turn over the soil so 
as to bring the lower layer to the top. The ordinary country 
plough is not effective in cutting the top layer of the soil and 
breaking it up. It does not go deep enough and therefore does 
not invert the soil properly. Attempts made to introduce 
improved type of plough have not met with any marked success 
because of the conservatism of the cultivator and tlie smallness 
of his holding and inferiority of the cattle. The cost of a 
country plough comes to about Rs. 12 in normal times. 

Sohnga. This consists of a flat but heavy beam used for 
breaking the clods of the ploughed earth. This is not very 
effective as it is not heavy enough and does not set and level the 
soil properly. 

Panjali or Yoke, This is a very simple device providing the 
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arrangement through which the cattle pull the plough or 
sohaga. 

Toka. This is used for cutting fodder and is the time worn 
device for chopping cattle food. It does not make for speed. 

Kasi or Kahi. This is a kind of spade used for a number 
of odd jobs such as digging up earth from one place and 
removing it to another, making water courses, etc. etc. It is a 
very useful tool. 

Ramba. This is a small implement (hand hoe) used for 
weeding, etc., and no fanner can afford to be without it. 

Dranli {Datri). A sickle, used principally for reaping, is an 
iiidispensible tool. 

Koharee (Kolharee) or axe used for cutting wood and fuel is 
to be found in almost every village home. 

Salang and Tangli, the wooden forks, are used for stacking 
the straw. 

The list of tools given above reveals the simple nature of 
the agricultural equipment of our farmers. Unfortunately the 
efforts of the Agricultural Department to introduce new ideas 
ill this direction have not met with encouraging response. Thus 
farming continues to be carried on in an ancient manner, 
unaffected hv modern inventions which have come into use in 
most of tlie advanced countries. 

{d)'~^Poor Quality Cattle. In an agricultural country cattle 
has a very great importance. It supplies motive-power for the 
various agricultural operations,mechanical power being unknown. 
Besides cattle has its importance in supplying milk, an essential 
element in human diet. In a vegetarian country like India, this 
is an important consideration. The cattle also supply means of 
transport in places where the use of mechanical transport is not 
possible. Further, it is a valuable source of manure, although 
this fact is not properly appreciated by our farmers and cow- 
dung, a very useful manure, is wasted by being used as fuel. 

Strange as it may lo )k. in spite of the importance of cattle, 
very little attention is given to its proper breeding and mainte¬ 
nance. The cattle in this country is ill-fed and over-worked 
and in consequence suffers from inefficiency. No attention has 
been given to its scientific breeding. The feeding of cattle 
remains neglected because the cultivator does not have sufficient 
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land to grow adequate and proper kind of fodder. With the 
improvement in the economic condition of the cultivator and 
the guidance given by the Agricultural Department, things are 
taking a turn for the better. 

(e)'^ant of Proper Organization. Our agriculture also suffers 
for want of proper organization. We know that organization is an 
important factor in industries on which depends their success or 
failure. But the cultivator being ignorant and illiterate is hardly 
in a position to bring any organising ability into play. The 
result is that the necessary co-ordination of the factors of 
production is not brought about. The spread of education by 
broadening the outlook of the cultivator should prove helpful 
in this direction. 

Marketing. The defects of defective marketing methods will 
be considered in Chapter XIII. Here it may be said that these 
are responsible, to a considerable extent, for the backwardness 
of our agriculture. The marketing legislation recently introduced 
aims at removing the existing evils. When the cultivator can 
secure a fair price for his produce, without being deceived in the 
matter of weighing, price-calculation, etc. an improvement in 
his economic condition is sure to follow. 

Lack of Supplementary Occupations. A peculiar charac¬ 
teristic of agriculture is that it does not afford whole-time 
employment to the cultivator. It is estimated that an average 
cultivator works about 150 days in a year. Unless he is given 
something else to do during the period when he is unemployed 
he is likely to get into evil habits. Already we find that during 
the slack season our cultivators either indulge in wasteful 
litigation or extravagant social functions. It seems best, there¬ 
fore, to avoid this waste of labour power by keeping the cultiv¬ 
ator occupied during the period when his mxin occupation does 
not require his full attention. There are a number of subsidiary 
occupations which the cultivator could profitably take up. 
This would not only help improving the economic coiuUiion of 
the cultivator but would also exercise a healthy influence on 
his mind. The subsidiary occupations allied to agriculture 
which could be developed with advantage, are: — 

(a) Hand-spinning and hand-weaving. {t>) Poultry-farming, 
(c) Dairy-farming, (rf) Basket-making, (e) Rope-making. 
(/) Bee-keeping, (j/) Sericulture. (A) Sheep-rearing. Any of 
these, subsidiary occupations if adopted, could provide a 



76 


ESSBNTIAI/S OF ECONORtiCS 


“second-string” to the cultivator's bow, affording relief in times 
when bis main enterprise fails him, as might happen when there 
is a failure of crops. It is not too much to expect that the 
additional income which the subsidiary occupations might 
bring, would enable the cultivator to tide over his need for 
capital and thus may help in saving him from the clutches of 
the money-lender. 

5. Low Productivity of Indian Agriculture. The causes 
related above are responsible for the highly unsatisfactory 
condition under which this important :iational enterprise is 
conducted. In consequence the average yield per acre is 
extremely low as compared with other countries. 

The following table compares two average yields per acre of varions 
crops in India with those in other countries : — 

lbs. per acre. 



IVheut 

Hir.e 

Maize 

SuffdP* enne 

Cutton 

Tobacco 

Egypt 

J,9I8 

‘2,998 

1,891 

70,502 

535 


Germany 

2,017 

• a • 

2.820 

^ 4 

^ ^ V 

2.127 

Italy 

1.383 

4.568 

2,079 

• 4 • 

170 

1,139 

Japan 

1.713 

3,444 

1,392 

47.534 

196 

1,665 

U. S. A. 

812 

•2.185 

1,579 

43.270 

266 

882 

Java 


... 


113.570 

• # 

♦ ♦ « 

China 

989 

2,433 

1,784 

» ♦ * 

204 

1.286 

India 

660 

1,240 

803 

34,944 

89 

987 


(1) Statistical year Book: League of Nations 1933-34, Tables 19*47. 


A well-known Indian ^ writer Sir M. Visvevaraya refers to 
this low productivity in'the following words;— 

‘On the normal pre-war (before 1914) b:isis the average 
production of British India, including irrigated crops, cannot 
be more than twenty-five rupees per acre ; in Japan it cannot 
be less than a hundred and fifty.' 

The same writer points out that while per capita agricultu¬ 
ral income was Rs. 59 in India (before 1929) the corresponding 
figure was Rs. 162 in Sweden, Rs. 175 in the United States 

and Rs. 213 in Canada. 

Sir MacDougall has estimated that if the yield per acre of 
wheat alone in India is raised to that of France, the wealth 
of the country would be raised by 669,000,000 a year ; if to 
that of England, by 1000,000,000 if to that of Denmark by 
£, 1,500,000,000 a year. 
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Summary 

1. Th«ViUag«: The vast majority of Italians live in Villages, wliicb 
arc collections of mod houses in the middle of the cnltivated land. The Village 
used to be a self-sofficient unit. But due to developments in transport 
its isolation has been broken. 

2. Village Classes : These are (i) peasant proprietors (ii) tenant 
farmers (iii) Village ufticials like the Lainbardar, Patwari and the Chaukidar 
and (iv) the Village artisans and menials*carpenter. blacksmith, potter, etc. 

3. Importance of Agriculture : is due to the fact that it supplies 
food, raw materials and supports about ^ of the population. But it is 
backward. 

4. Causes of Backwardness are : (a) Subdivision and fragmentation 

of holdings which do not allow improved methods of farming, (b) Agricultural 
Capital is inadequate, (c) Implements used are priinitivo the plough, sohaga, 
Panjali, Toki Kasi. Hnmba. Drane. Kohari, Tangli etc. (d) Cattle are of poor 
quality due to inilifTcrent breeding, nnscientitic feeding an<l prevalence 
of disease.s. (e) want of proper organization (f) Lack of supplementary 
occupation.s lik»* Poultry, Dairy farming. Basket making, Hope making. Bee 
keeping. Sericulture etc. These ttould increase the capital resources o Hhe 
peasant. 

5. Low Yield of crops in India. Yield per acre of Indian crops is 
very low due to the reasons given above. See table on page 76. 


1. Describe an Indian Village, and give the various classes oi its popu¬ 
lation without their functions. 

2. Why is Indian agriculture backward. Suggest lines of reform for 
its progress. 

3. Suggest some ineful occupations by which the Indian peasant could 
increase his income. 



Chapter vii. 

THE STATE AND AGRICULTURE* 


In a large and bachward country like India the State must 
play its part in helping the agriculturists to improve the 
methods of their operations. Several Central and Provincial 
Departments have been constituted for the benefit of the 
peasantry. These are : (r) Agricultural Department. (2) Vete¬ 

rinary Department. (3) Forest Department. (4) Rural Re¬ 
construction. (5) State activities regarding famine Relief. 
(6) Irrigation Department. (7) Co-operative Department. 
The last two will be considered in later chapters. Let us give 
a brief account of the functions and activities of the others. 


1. Activities of the Department of Agriculture. The esta¬ 
blishment of a special Department of Agriculture was considered 
necessary in view of the importance of bringing about the 
desired improvements in agriculture. The Provincial Depart¬ 
ments of Agriculture were set up in 1884 on the recommenda¬ 
tions of the Famine Commission of 1880. In the earlier stages 
of their existence these departments were not allowed to do 
much useful work, because of the many other activities entrus¬ 
ted to them. In tgo5. these Departments were re-organized so as 
to enable them to do the work for which they were primarily 
meant. The .Agricultural Institute established at Pusa 1903 
(now moved to Delhi), has also made valuable contribution by 
affording necessary guidance Provincial Departments in 

their work. j 

After the Reforms of 1919, Agriculture became a Transferred 
subject and the Provinicial Governments were given the charge 
of looking after agriculture in their own provinces. In July 
1929. The Imperial Council of Agricultural Research was 
instituted on the recommendations of the Royal Commission 
on Agriculture (1928). The Council undertakes to promote 
guide and co-ordinate agriculture research throughout India. 


The main fu ictioas of the Agricultural Departments may 
now be described. Each province has a Director of Agriculture 
at the head of the Agricultural Department. The province is 
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divided into circles and each circle is put in the charge of 
Deputy Director, who has Assistant Directors and agricultural 
assistants under him. The assistants are to tour about the 
countryside and to establish contact with the cultivators. 
They have to advise the people regarding methods of cultiva¬ 
tion, seeds and implements to be used. etc. The Department 
maintains, experimental, demonstration and seed farms. By 
means of propaganda and demonstration the cultivators are 
made to see the advantages of using improved implements, 
^enucal manures and good seeds, so as to increase production. 
The Depaitmeiit has done good work among other things by 

introducing improved varieties of wheat, sugar-cane aiul fodder 
crops. 

The Agricultural Departments hold periodical exhibitions 
and shows to educate the public in the modern methods of cul¬ 
tivation and to prove by demonstration the value of improved 
implements. Cattle shows are also arranged from time to time 

to bring home to the cultivator the need for scientific breeding 
ot cattle. ® 


It has, however, to be remembered that the Agricultural 
Department have so far touched only the fringe of the problem 
and there is a considerable scope for expanding their activities. 

In the Punjab the Agricultural College which was started 
at Cyallpur in igog is a potent factor in imparting agricultural 
education It turns out men trained i:i the various aspects 

useful work. 

ihe College also promotes valuable research in various branches 
ot agriculture e,g., fruit preservation., plant disease sets. 

The experimental farms at Layallpur, Gurdaspur and 

Sarpdha conduct experiments in different varieties of crops 

with a view to ascertain their suitability to particular areal 

A ^■nanures and implements are also tried and 

tested and their use popularised, 

2. Veterinary Department. This Department helps 

tWater^ matter of animal husbandry. Diseases of 

the cattle are prevented or cured and cattle mortality reduced 

It goes without saying that healthy cattle is very ' important 

connection the services rendered by 

deoartmen^ h!? valuable. The services of this 

department, however, are not yet available to all the villages 
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and there is a good deal of room for extending the field of its 
activities. 

3. Forest Department. The activities of the Forest 
Department are closely associated with the welfare of the 
agriculturists. The forests are used as grazing grounds for 
the cattle and for the supply of fuel and building wood. A 
sympathetic forest administration is very essential if the 
cultivators are to derive full benefit out of forests. Forests are 
at present administered by Provincial Governments. We have 
already talked about them in detail, in chapter II. 

It mav be observed here that agriculture in India is called up¬ 
on to support a very much larger portion of the population than 
could be reasonably expected from it. In other words there is 
too much pressure on land which it is unable to bear. The 
cultivator is by nature so made that he is content with a simple 
living and a few wants. He is unwilling to undertake any 
extra effort to make his industry profitable. He merely aims at 
getting subsistence out of it rather than conducting it on a 
commercial scale. Thus the yield remains low and the much 
needed increase in production does not come about. We should 
try to change the outlook of the cultivator by a system of 
propagari<]a and education, and also draw away as much 
population as we possibly caii to other more remunerative 
occupations. The former function is uiltaken by the Rural 
Reconstruction Department. 

4 Rural Reconstruction or Rural Uplift. An overwhel¬ 
ming inajoritv of our villagers live in poverty, squallor and 
misery. To bring about an improvement in their condition has 
been the desire of all well-wishers of the country. The various 
measures adopted to reform rural surroundings either through 
official or non-official efforts or through a combination of both 
go under the name of Rxiral Reconstruction or Rural Uplift. 
The Rural Reconstruction Department co-ordinates theacitivity 
of other Deparments connected with agrticulture. 

Rural reconstruction work takes various forms. For example, 
the Agricultural Department aims at showing to the cultivator 
what he can achieve by better farming. The Veterinary 
Department tries to demonstrate the advantages of keeping 
healthier cattle. The public Health Department does its bit 
bv persuading the villagers to have cleaner and healthier 
dewellings and to take wholesome food. The Education 
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Department also has a part to play and helps in widening the 
outlook of the people. The Co-operative Departtneiit renders a 
valuable service by providing economical finance. Thus all 
the benefcient departments work with the same object in view, 
that is, the betterment of the villager and his environment. 
Non-official help is enlisted as far as possible and proves very 
useful in making the villager see the importance of bringing 
about improvement in his surroundings. 

Apart from the official agency, the voluntary workers and 
the social organizations make fmportant contributions in the 
direction of domestic hygiene, child welfare, etc. Thus far- 
reaching results are achieved by co-ordinating the efforts of 
the various departments as also those of the non-official and 
voluntary workers. But even greater benefit could be derived 
if the villagers themselves became conscious of their short¬ 
comings and took it upon themselves to remove them. 
Demonstration and propaganda on the occasion of rural 
gatherings have been found to be powerful instruments for 
bringing about the necessary awakening and promoting the 
spirit of self-betterment through self-help. 

We must not ignore however the fact that the poverty of 
the villager places a serious limit to the scope of this work. 
In our enthusiasm to bring about improvement we must not 
overlook this practical difficulty. 

In the Punjab rural construction has been associated with 

name of Mr. Bryne. who first started experiments in the 
Gurgaon District. He began bv persuading the villagers to 
have cleaner villagers and healthier houses. Provision of venti¬ 
lators in the houses, separate cattle sheds, manure pits removed 
away from the residential quarters and the construction of 
drams are some of the lines on which work is being done 
through official and non-official efforts almost all over the 

results obtained have indeed been encouraging, 
are also doing work on similar lines, 
he treatment of Agriculture will not be complete without 
re erence to famines. We shall therefore end this chapter with 
a Drief account af famines and the system of famine relief. 

5 . Famine. We have already seen that India is essentially 
an agricultural country. Agriculture is an enterprise charac- 
terised by uncertainty because of its dependence on rains. 
Whenever there is a widespread failure of rains or some other 
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natural calamity spoils the crops, such as floods or pests like 
locust, there comes to be a scarcity of food. A scarcity of this 
kind causes a good deal of hardship to people who on account 
of their poverty have very little power of resistance and have 
nothing else to fall back upon. Under acute famine conditions 
there is a good deal of misery caused by starvation, death and 
cattle mortality. Because of the general dislocation of the 
economic life of the people. Government finances are also 
affected adversely. 

Famines in the olden days were accompanied by disastrous 
results because of the lack of means of transport. But in 
recent years the nature of famines has undergone a change. 
The developments in the means of communication and trans¬ 
port have linked the diflerent parts of the country now. It is 
thus possible to meet local scarcities by carrying food supplies 
from the neighbouring areas. Again the improveinent in the 
economic condition of the people, which has been a feature of 
recent times, enables the people to put up a better fight against 
the evil effects of famines. 

It is said that famines in India in normal times now are 
famines of money rather than of food because there is seldom 
a general shortage of food. If people have the means they can 
always draw upon other more fortunate regions. So that if 
work and wages could be provided on an adequate scale in the 
affected areas, a good deal of distress could be avoided. The 
recent Bengal famine, however, was due to exceptional circum¬ 
stances created by the war as we shall see presently. 

6 - Famines Relief. The State has now evolved a syste¬ 
matic plan for affording relief to the famine-stricken areas. 
Ivvery year tlie provincial government provide handsome 
amounts in their budgets which are-earmarked for this purpose. 
They form a fund called Famine Insurance Fund, which is used 
in times of need for providing relief to the famine-stricken 

areas. 

Famine relief measures work in the manner detailed 

below :— , . 

The situation is carefully watched. Whenever there is any 

sign of famine such as the failure of rains, and consequent rise 
in”prices of food-grains, accompanied by restlessness among the 
people and the increase in crime, the relief machinery is set in 
motion. First of all, non-official support is enlisted by holding 
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meetings in different centres of the affected area. The Govern¬ 
ment declares the suspension of laud revenue. Then come the 
actual relief of measures. Test works are started so as to get 
an idea of the extent of unemployment. Some public work is 
taken in hand such as the construction of a road or the building 
of a bridge. If sufficient labour is attracted it is treated as a 
relief work. ^ Its object is to provide relief by offering work to 

the able-bodied persons, and not merely the execution of the 
work itself. 


In addition central relief camps are organized where free 
help IS given to the old and the i ifirm. If necessary, kitchens 
are also started where free food is given to the children. 

As the famine nears its end. at the breaking out of the rains, 
the relief measures are gradually wound up. The bigger relief 
works are closed down first and people are encouraged to go 
)ack to their land and resume normal agricultural operations 
At this stage Government offers liberal advances for the pur¬ 
chase of cattle, seed and other necessities of agriculture. 


A famine usually begins in October after the failure of 
the monsoon and lasts till after the next mon.soon, Le the 
tollowing October, when the autumn crops get ready. 

It has to be remembered that, apart from the direct relief 
measures, inrh^t protection against famines has been provid- 

edby the cre^^ment of irrigation facilities, which have 
decreased the dependence on rain. 


The province of Bengal 

^ 1 ^ ^ ^ ^ vear 1943. .Serious 

scarcity also prevailed in Travancore and Cochin States. 

causes^ Bengal famine has been attributed to the following 


{a) Reduction in supply due to :_ 

, {i) Balure of crops due to a cyclone in Bengal and cer¬ 

tain defensive measures taken in anticipation of 
„ y \ enemy operations. 

^ (n) Stoppage of food imports especially rice from Burma. 

^ (»u) difficulties caused by inadequate and inefficient 

snnn^^°’^*^ facilities, which prevented adequate food 
supplies reaching Bengal from the surplus provinces 
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(b) Increase in demand due to :— 

(t) large scale purchases on behalf of the army. 

{{{) supply for neighbouring countries like Ceylon. 

({{{) increase in money incomes of the consumers as the 
result of manifold activities in connection with the 
war. 

(iv) strategic reserves built by the provincial and state 
governments. 

(?>) hoarding of large stocks by producers, consumers and 
traders in the absence of control over the entire 
available supplies of food stuff and their distribution 
by the state. 

The last factor is regarded as the most important of ah, 
especially hoarding on the part of middlemen and speculators. 

The result was a terrible famine followed by epidemics of 
various kinds. In spite of relief measures organized by 
government and private charity the death roll w’as fearful. 
According to one estimate as many as 3^ million people have 
perished. The Bengal famine commission puts the total of 
deaths due to famine and epidemics at million. This is 
regarded by most people as an under-estimate. 


Summary 

The following departments have been created by the state in this conntry 
to help the agricoltnrist. 

(1) Agricaltural Departments. Set op in 1884 in Provinces. Reorganised 
in 1905. Agricnltnral Institute at Pusa established in 1903. Since 1919 in 
charge of provincial ministries. The Imperial Council of Agricultoral Research 
established in 1929 guides and coordinates research throoghout India. 

Provincial Departments have a Director, Deputy Directors and Assistant 
Directors with Agricaltural Assistants. They maintain experimental demons- 
triation and seed farms and bring their results, and advice to the cultivators. 
In the villages they arrange exhibitions and cattleshows, distribute improved 
seeds and implements. There are several agricultural colleges in India. One 
in the Punjab was established in 1909. It imparts agricaltural education and 
promotes research. 

( 2 ) The Veterinary Department helps in the matter of animal husbandry. 
Takes measures for the prevention and cure of animal diseases. Its 
activities should be extended. 

(4) Rural Reconstruction or Village Uplift consists in bringing the 
results achieved by the Departments of Agriculture, Veterinary and Public 
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Health to the notica of the villages. They aim at improving their outlook. 
They teach bettor sanitation, ventilation, conservation of measure, use of 
better seeds & better methods of agriculture. Non-ofticial help is also sought. 

(5) Famines are mostly due to failure of rains but can be caused by any 
calamity like floods, pests, and wars. During the present century famines only 
meant lack of money in the hands of the masses. Food could be purchased 
from surplus areas. Bengal famine was brought by conditions created by the 
war. This was due to lailure of crops, stoppage of Burma rice combined 
with breakdown of the machinery of distribution. 

(6) Famine Relief Policy. Policy is provided from the famine Insu¬ 
rance Fund earmarked for this purpose. Situation is carelully watched and 
when rains fall, prices rise and there is increase of restlessness and 
beggcry test works are started. Wages are paid for this work and relief is also 
given to the invalid, infirm and old. As rains come help is given to peasants 
to purchase seed and other agricultural requirements. Land revenue is 
suspended during famine times. 


Exercises. 


1. Give a brief history of the department of agriculture and show in 
what way they have helped the cultivators. 

2. Write notes on the following .* (a) Veterinary Deparlment. (b) Forest 
Department, (c) Rural Reconstruction. 

S. What are the chief causes of famines. Describe briefly the Famine 
Relief Policy of the Government. 

4. Write a note on the Bengal Famine of 1948. 



Chapter VIII 

IRRIGATION IN INDIA AND THE PUNJAB 

1. Introduction. In a predominantly agricultural country 
where rainfall is uncertain and soil dry, artificial irrigation is of 
vital importance. There are parts of India like Rajputana, 
Sind and South-West Punjab, which hardly get any rain at all. 
Cultivation in these areas would not be possible without the 
help of artificial irrigation. Besides there are certain crops, like 
rice and sugar-cane, which require adequate water supply at 
regular intervals, for which rains cannot be depended upon. 
Artificial irrigation alone renders their cultivation possible. 
Again under the pressure of population it has become necessary 
to raise winter crops which can only be raised by means of 
artificial irrigation as there is very little of rainfall during 
winter months. 

Irrigation has 
been practised in 
India from very 
early times in the 
form of wells, tanks 
and some small 
canals. But the 
modern b i g irri¬ 
gation works which 
have made use of 
the water available 
in the large rivers 
is a development of 
recent times. 

2. Irrigation 
Works. There are 
three kinds of im¬ 
portant irrigation 
works: (i) Wells. (2) 

Tanks. (3) Canals. 

In British India 
of the 55 million 
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acres irrigated iu 1939-40 from all sources 29 million acres were 
irrigated by canals, 6 million by tanks, 13 million by wells, and 
7 million by other works. 

Wells. They are the oldest and a very important source of 
irrigation, irrigating about 25 per cent of the total irrigated 
area. In certain respects wells are more efficient than canals 
because they enable the cultivator to regulate his water supply 
independently. Experience has shown that the cultivator 
makes a more careful use of the water supplied by the wells in 
so far as this is obtained by a good deal of hard work on his 
part. Water has to be lifted up from varying depths with the 
help of cattle or manual labour. Electric pumps which have 
come into use in modern times are few and far between. Wells 
are generally owned by private individuals, although they are 
sometimes constructed with advances received from the State. 

In the provinces of the U. P. and the Punjab wells arc a 
familiar sight. They have proved particularly suitable for 
small farms. It is estimated that there are about 2^ million 
wells over India. 

Tanks. These are unknown in the Punjab and Sind, but 
are extensively used in Madras where there are about 40,000 of 
them. They are useful in areas where cannal irrigation is out 
of the question. Rain water is stored up in large tanks and is 
used according to requirements. 

Canals. At present canals constitute the most important 
form of irrigation in India. They are controlled and financed 
by the state. There are more than 70,000 miles of canals in 
the whole of India. 

3. Kinds of Canals. Canals may be divided as under : 
(a) Inundation Canals. (6) Perennial Canals, (c) Storage Works. 

Inundation Canals. Inundation Canals are those which flow 
only when the river is in flood and the water in it has reached a 
certain level. When the water goes below that level the canals 
have scanty supi>ly. These canals are taken directly from the 
river without constructing any barrage. Most of the canals in 
the pre-liritish period were of this type. In areas irrigated by 
canals of this kind cultivation is possible only during monsoon 
months e. June to September when rivers are in flood. 
Their chief drawback is their uncertainty and irregularity. In 
Sind most of the canals were of this type until the opening of 
the Sukkur Barrage in January 1932, 
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Perenyiial Canals. These are constructed by putting some 
sort of a barrage across the rivers, which have an assured water 
supply throughout the year. They are independent of the level 
of water in the river and give adequate supply of water all the 
year round. Most of the canals in the U. P. are of this type. 

Storage Works. These consist in the storing up of water 
during the rainy season in a natural valley by building a dam 
across it. The water thus stored is then distributed by means 
of canals to the neighbouring lauds. These exist in the Deccan, 
tlie C.P. and Buiidhelkhund. ^ r-. 

A- - * ^ 

4. Productive and Unproductive €ro|>8. Prom the 
financial and administrative point of view canals are classified 

as:— 

(i) Productive, (u*) Uni^roductive. 

Productive canals are those which are expected to yield a 
net revenue within lo years of their completion, sufficient to 
cover the interest charges on the capital invested in them. 
Canals in Northern India and Madras are generally of this 

dcLSS 

The unproductive works are built with a view to provide 
protection against famines in areas where rainfall is uncertain. 
These have great economic value as ensuring cultivation in 

rainless areas. 

The total artificially irrigated areas by different means in 
British India was 55.8 million acres in 1^40-41, as compared 
to 4b million acres in 1927-28. 

Of the total sown area, 13 per cent was irrigated by 
Government works in 1927-28. 

Prom the point of view of irrigation, the most important 
provinces are the Punjab, the U.P., Madras and Sind. Bombay 
and the C.P. show a very poor development inspite of the 
fact that they need irrigation facilities most, on account of 
having uncertain rainfall. This is due to the lack of proper 
rivers and unfavourable configuration of the land. In Bengal 
and Assam the use of artificial irrigation has been limited, 
"because of their being favourably situated with regard to 

rainfall. 

5 . Govei'nineiil policy of construction. The construction 
of the canals was undertaken by the Government in the 
middle of the last century. The few canals which existed 
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before that were of the inundation type. At first the experi¬ 
ment of constructing canals through the private companies 
was tried, which met with failure. The Government then 
started raising loans for this purpose and took upon itself the 
work of construction. The progrees made in the early stages 
was slow, because of the heavy cost involved. When during 
the closing years of the century the country was visited by 
severe famines at frequent intervals, the Government realized 
its duty and undertook the construction of protective works in 
precarious areas. These naturally did not pay their way and 
attention was then directed to the construction of productive 
works in the Punjab and U.P. 

Under the existing arrangements irrigation is a Provincial 
subject under the Minister of Agriculture. Sanction of the 
Government of India and the Secretary of State for the con¬ 
struction of irrigation works is necessary only when a project 
is to cost over 50 lakhs of rupees. 

In recent years a good deal of progress has been made in 
this direction through the initiative of the autonomous pro¬ 
vincial Governments. 

6- Some important irrigation works. The following are 
the important irrigation works which are in use in different 
provinces:— 

Sukfcur Barrage. This is the largest single irrigation work 
in the country supplying perennial water to an area of about 
5^ million acres. It is made up of a barrage about a mile in 
length across the river Indus near Sukkur (Sind). Altogether 
7 canals have been taken out, each having its own separate 
regulating head. Tnis project was completed in January 1932 
at a cost of Rs. 20 crores. 

Sarda Canal. In certain parts of U.P. in the districts of 
Rohelkhund and Oudh with precarious rainfall the need of 
artificial irrigation was keenly felt. Accordingly, in 1928 Sarda 
Irrigation Work was opened up. A big canal was taken out 
of the river Sarda which passing through Oudh joins the river 
Gogra. The system contains 650 miles of main canals and 
branches. The total area irrigated is 13,30,000 acres. 

Cauvery Reservoir and Mattur Project. This project was 
brought into existence by erecting a big dam across the river 
Cauvery, in the Madras Province at Mattur in August 1940. 
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It irrigates over a million acres of land. This scheme also 
provides facilities for the development of Hydro electric power. 
The cost of this project was about Rs. 7*37 crores. 

Bho/n/dO/Tdo/TOt DciTfi ctTtd Lloyds Dctm ot BJiCLiyoT, These are 
the two important projects completed in the Bombay Pro¬ 
vince supplying water to the Deccan plateau. The former 
supplies water to the district of Ahmadnagar and the latter 
to the districts of Sholapur and Poona. Both these projects 
combined are capable of providing irrigation to an area of 
4,50,000 acres. 

7. Canal Irrigation in the Punjab- The Punjab has the 
largest area irrigated by Government works as compared to the 
other Provinces. 

The big irrigation canals, which are a familiar feature of 
the province, are a contribution of the British. In the pre- 
British period there were very few canals and whatever there 
were, were not meant for irrigation. A canal constructed in 
1936 by Feroz Shah Tuglak was meant to supply water to his 
hunting lodge at Hissar. Another canal built in the times of 
Shah Jehan was intended to supply water to the royal gardens 
and fountains at Delhi. Vet another canal taken out from 
the river Ravi in 1633 at Madhopur had foi its object the 
supply of water to Shalamar and other gardens at Lahore. 
During the Sikh Rule a branch canal known as Hash was 
taken to Amritsar to feed the sacred tanks. Thus it would 
appear that almost all the canals were constructed tor 
purposes other than irrigation. There were soiiie inundation 
canals in the west of the Punjab which w'ere dug by the people 
themselves, for irrigation purposes, the important one being 
the Khanwa and the Upper Sohag Canals taken out from the 
river Sutlej. But these canals also were out of use at the 
time of annexation. 

8. Chief canals of the Punjab. The perennial canals of 
the Punjab constructed under the British rule are the 

following :— 

(8) Western Jumna Canal. This is taken out from the 
west bank of the river Jumna at Tajawala. It supplies water 
to the districts of Karnal, Delhi, Rohtak, Hissar, parts of 
Ainbala district, Kalsia, Jind and Patiala States. This canal 
was originally constructed in 1820 but was remodelled in 1880 
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and has since been constdeiably extended. It irrigates 
8,30.000 acres of land. 



(2) The Sirhind Canal. It takes off from the left bank of the 
Sutlej at Rupar. It irrigates the districts of Ferozepore. 
Ludhiana and the States of Patiala. Nabha, Faridkot, Jind 
Kalsia and Malerkotla. The canal was opened in 18S3 and 
now irrigates 15,00,000 acres of land. 


(3) The Upper Bari Doah Carial, I'roin the left bank of 
the river Ravi the canal takes off at Balloke and irrigates the 
districts of Gurdaspur. Amritsar and Lahore. It was opened 
in 1859 ^^”(1 irrigate^ an ,^rea of 13,00,000 acres. 

(4) '^h,e Lower Ck^cab Canal. It is taken out from the 
river Ravi at Madhopore head'and irrigates the barren districts 
of Montgomery and MuHan known as the Gunji Bar. 


( 5 ) The Lower Chenah Canal. This takes off from the 

river Chenab at Khanki and irrigates the districts of Gujran 

wala, Sheikhnpura. Lyallpur and Jhang. Colonisation of vast 
areas of waste land has been made possible by this canal. 
Originally it was opened as an inundation canal in 1S87, but 
later on in 1892 was converted into a perennial canal The 
area irrigated is 25,00,000 acres. 
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(6) The Upper Ghenab Canal. It takes off from the river 
Chenab at Merrala. After irrigating parts of Gujranwala and 
Sheikhupura districts it feeds the Eower Bari Doab Canal. 
This is the largest perennia: canal in the world. 

(7) The Lower Jhelum Canal. It is taken from the river 
Jhelum at Mongrasul. It irrigates the districts of Shahpur 
Gujrat and Jhang. It was opened in 1901 and irrigates 8,6o,ooc* 
acres of land. 

• (8) The Upper Jhelum Canal. It has been taken out of the 
Jhelum at Mangla. After irrigating Gujrat district it pours its 
water in the Chenab and thereby feeds the Lower Chenal. 
Canal. 

The three canals, i. e., the Lower Bari Doab, Canal opened 
in 1913, the Upper Chenab Canal opened in 1915 and the Lowei 
Chenab Canal constitute what is known as the Tripple Canal 
Project. It irrigates the area between the rivers Chenab and 
lower Sutlej and is a remarkable feat of engineering skill. 

9. Some New Punjab Projects (U Sutlej Valley Project. 
Vast areas of arid and dry tracts on the banks of the river 
Sutlej in Bahawalpur and Bikaner States, and parts of Multan 
and Montgomery districts known as Nili Bar have been irrigated 
by this Project. The project consists of 4 weirs at Ferozepore, 
Sulemanki. Islam and Punjnad. Eleven canals in all have been 
taken out. The project was completed in 1933 at a cost of R&24 
crores. It irrigates 5 million acres of land of which 2 million 
acres are under perennial irrigation and 3 million acres under 
non-perennial irrigation. 

(ii) The Haveli Project. The latest development in irrigation 
is the construction of the Haveli Project completed in April, 
1939. within less than half the estimated time and at a cost of 
I croi^ 86 lakhs below the original estimates. It is intended 
to irrigate the land lying along the two banks of the river 
Chenab below Ttimmu. It provides irrigation facilities for large 
tracts in the districts of Multan, Muzaffargarh and Jhang which 
suffer from frequent droughts. Perennial irrigation has been 
provided to 7,00,000 acres and non-perennial to 8,60,000. 

liii) Thai Project. Its construction was started in 1939 by 
the building of a dam across the river Sind near Kalabagh but 
t)e suspended in 194® on account of the difficulties created 
by the war. When completed it will irrigate 27,00,000 acres in 
Mianwali and Multan districts. 
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(tw) BhaJcra Dam. This is another scheme under consider¬ 
ation which would probably be taken in hand after the war. It 
has for its object the irrigation of the tract lying between 
Jumna and Sutlej rivers by building a dam across the Sutlej 
near Bhakra about 40 miles from Rupar. 

10. The Punjab Canal Colonies. As a result of the deve¬ 
lopments canal extensive areas which were formerly desert lands 
have been brought under cultivation and flourishing colonies 
have come into being. 

Colonists from different parts of the province are now busy 
competing with one another in the art of cultivation of lands 
which were once the abode of cobra and other wild animals. In 
allotting lands to the colonists in the newly developed canal 
colonies care was taken to transport a class of independent 
farmers who brought with them the experience and traditions 
of intensive cultivation from the congested central districts. 
This, incidentally, had the effect of relieving the pressure of 
population in those districts. The average area allotted to each 
individual varied from i4 to 2 squares, i.e., 33 to 50 acres. 
Grants of land were made to people who had rendered certain 
valuable services to the Government. In some cases land was 
allotted to big and influential landlords who by virtue of their 
resources could set up high standards of cultivation. 

Speaking generally, the colony villages have been syste¬ 
matically planned and well laid out as compared to the older 
villages. Marketing facilities have been provided in the centres 
of production. The colony towns like Lyallpur, Monigomery 
and Sargodha are among the flourishing trade and commercial 
centres of the province. The standard of living in the colonies 
is appreciably higher than that prevailing in most other parts 
of the province due to the better economic condition .of the 
colonists. The colonies may be said to be a model of better 
living and give a lead for the adoption of the improved methods 
of cultivation. 

The canal colonies give some idea of the extent to which 
irrigation has succeeded in revolutionising the economic 
position of the Punjab by bringing forth undreamt of wealth, 
not only for the colonists but also for the trading classes who 
deal in the produce raised in these newly developed areas. 

11. Advantages of Irrigation. Irrigation has undoubtedly 
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conferred innumerable benefits upon tfie . people. The follow-* 
ing may be mentioned as being the important ones:— 

(1) On account of assured water supply the productivity 
of land has increased and improved varieties of crops have 
been introduced, e.g.^ American cotton. 

(2) Following from the increase in production there has 
also come about an increase in our export trade. 

(3) A better distribution of population has been brought 
about by withdrawing population from the congested areas 
and moving it to the sparsely populated areas where culti¬ 
vation was rendered possible by irrigation. 

(4) The opening up of canals in dry tracts has averted 
the dangers of famines and removed the uncertainty which 
characterised the life of their inhabitants. In consequence 
the cost of famine relief to the state has been appreciably 
reduced, 

(5) Forest plantations have been established such as those 
situated at places bke Changa Manga and Chichawatni be¬ 
cause of regular and abundant supply of water being avail¬ 
able. 

(6) The state resources have gained because of the sale 
proceeds from newly irrigated Crown lands and because of 
the increased income from land revenue and water rates. By 
improv^ing their economic condition the canals have added 
to the taxable capacity of the people and thus enabled the 
government to increase its revenues. 

12. Dangers of irrigation. ^ It should not be concluded 
that canals have been an un-mixed blessing. Evils like 
water-logging and salt affervescence have sprung up which 
have to a certain extent, detracted from the advan- 
^ tages which have accrued from the canals. In some parts 
/»■ deterioration of soils has taken place and in others land has 
gone altogether out of cultivation. Those evils are. however, 
being met by a scheme of drainage undertaken by the Irrigation 
I^epartment, but the problem is by no means solved. Brick- 
lining of canals has also been tried but has had to be kept with- 
- / in narrow limits because of its prohibitive cost. Another 
problem is that of the emergence of malaria which becomes 
widespread in water-logged areas. 
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Summary. 

K ♦ Introduction. Rainfall in India is uncertain and aneqnally distri- 

Duied both geographically and over the year. Rajpotana. Sind and South-West 
t'unjab hardly get any rain. Hence the need for artificial irrigation. 

2. Irrigation Works: (1) Wells irrigate abont 25% of the total irrigated 
area, aie about Q /o million in number mostly used in Northern India. (2) Tanks 
mostly used in South India. In Madras there are 40,000 of them. (3) Canals 
unanoed and controlled by the State, are more than 70,000 miles of them 
and irrigate about 13 per cent of total irrigated area. 

1 v Canals : (i) Inundation which flow only where rivers are in 

o • (ii) Perennial which flow all the year round due to the construction of a 
parrage across the river, (iii) Storage works; These depend upon water collected 
in valleys by building a dam. 


.... Productive and unproductive Canals. The fonner yield net revenue 
witbin ten years of construction sufficient to meet interest on capital 
invested in them. Canals of.Northern India and Madras are generally of this 
type. The latter are built to provide protection against famines. 

Policy of Canal Construction. In pre-British times 
I” Purposes other than irrigation : to supply water to king’s 

Amritsar. The E. I. Co. undertook repairs of old 
comn!.di‘ "^71^ Then the method by giving contracts to private 

bnMdinJ th succeed. The government then undertook 

uildiug them. Later in the 19th century and during early 20th century protec¬ 
tive works were constructed. Now irrigation is a proviiicially controlled subjects. 

important Irrigation Works, (a) Snkkur Barrage in Sind. 
Rs 20 cr^Jer”^^ ^ ‘’ompleted in January 1932 at a cost of 


W Sarda Caiial in U. P.. opened in 1928. irrigates 13.3 lakhs of acres, 
a mill mt Reservoir and Muttor Project ,opened in 1940, irrigates even 

provides faciIiUes for hydro-electric development, and cost 7 37 


suDDli ”‘’“'8“' Bombay Province 

supply water to Deccan Plateau, command an area of 4 5 lakhs of acres. 

7-8. Canal Irrigation in the Punjab Chief Canals. 

Chief canals of the Punjab are : — 

The Western Jumna Canal, taken from west bank of Jumna from 

^Xa JinS and p7“i ^mbala District, 

isia, Jind and Patiala States and irrigates 81 lakhs acres of land. 

irrieatei pjrnt.®''*'*"? fro- K°Par. 

Kalfia and mSoM; ‘ ‘ “‘‘d >”">> 

irrigatt^s'GoT^L"„T?m“ritsrrtd lat"ro^Sjt “ ““ 

MontgoLryTnd »faHaMOnnji'"BarT Madhopore irrigates 
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6. The Upper Chenab: Taken from the Chanab at Merrala. Iringates parts 
of Gajranwala and Sheikhopara Districts and feeds down Bari Doab Canal. ^ 

7 . The Lower Jbelum: Taken from the Jhelam at Mongrasul, irrigates 
district of Sbahpore, Jbang and Gajrat. 

8. The Upper Jbelum. Taken from Jhelam at Mangla. after irrigating 
Gnjrat district, punrs its water into the Chenab and thus feeds lower Chenab 
canals. 

Lower Bari Doab, Upper Chenab and Lower Chenab are together called 
the Tripple Canal Project. 

9. Some New Punjab Projects. 

(i) Saticj Valley Project consists of four weirs atFerozepore.Salemanpnr, 
Islam and Panjnad, completed in 1933 at a cost of Bs. 2 crores, and iri’igates 
5 million acres. 

(ii) The Haveli Project: Completed in April 1939 at a cost of aboat 
2 crores below the original estimate. provides irrigation for Maltan, 
Mazaffargarh and Jbang. 

(iii) Thai Project started in 1939, had to be' suspended dae to the war 
in 1940. When conipleted will irrigate 27 lakh acres in Mianwali and Multan 

Districts. , . 

(iv) Bhakra Dam: Under consideration, will irngate areas between 

Jamna and Sutlej. 

10. The Punjab Canal Colonies. Have been created by the construction 
of canals. Good stock of bultivators were brought IVoin olderidistricts. Villages 
systematically planned. New market towns like Lyallpore, Montgomery and 
Sargodha have arisen. 

11. Advantages of Irrigation ; (1) Increased production of better crops 
( 2 ) Better distribution of population. (3) Increasn in export trade. (4) Insur¬ 
ance against famine. ( 3 ) Greater forest Iplantations made possible. (6) In- 
creased revenues of the Government. 

12. Dangers of Irrigation : These consis* n the emergence of water¬ 
logging and salt effervescence and increased po.ssibilities of Malaria. 


1. What are the chief methods of irrigation used in India? What is then- 
relative importance ? 

2. Review brietly the government policy of canal construction. 

S. What are the chief irrigational works of India. Give some idea o 
the extent of the areas commanded by each of them. 

4. Write a brief note on the important canals of the Punjab. Make 
special reference to some of the new projects completed or planned. 

5 How were the canal colonies in the Punjab created. Compare their 
economic position with that of the older districts of the Punjab. 

6 What benefits have been brought by the canals to the Punjab ? 

7. What is water-logging ? How would you remedy or prevent this 

danger ? 


CHAPTER IX 

I 

DIVISION OF agricultural PRODUCE 

1. How Agricultural Produce is Distributed. The total 
amount of agricultural produce realized from the cultivation 
of land by a cultivator is distributed among various agencies. 
He has to pay wages of workers whose services he has secured. 
Such workers in India can be divided into two classes, e..g., 
permanent workers and temporary labourers. Among the 
former category are included the permanent field workers, 
known as Siris'^- in the Punjab, and other workers, commonly 
knovyn as kamins, who render their respective services to 
facilitate his work of cultivation, e.g. carpenter, blacksmith, 
shoemaker, weaver, potter _ oil-man {tali) water-carrier, 
washerman, etc. All these workers are paid generally in kind. 
A siri usually gets a certain fixed percentage of the land 
produce, uorinally 25®/,, without board and 20®/o with board in 
the case of a peasant having one plough, i,e., cultivating 15 to 
20 acres of land with the help of one team of bullocks. The 
percentage of his share decreases as the land cultivated by a 
peasant and the number of sirift employed by him increases. 
Other workers like carpenter, blacksmith, etc., are paid a 
certain fixed amount of grain at each harvest. Such payments 
are regulated by custom and usually amount to one or one and 
a quarter maunds of grain every six months and in addition a 
bundle of dry fodder each harvest. These customary payments 
are the main feature of our rural (village) economy. 

Among temporary labourers, are included those farm 

labourers, who are employed during the harvesting seasons, 

when the pressure of work is unusually great. Such workers 

are employed on the basis of daily wages and their wages 

are usually paid in cash, though sometimes in kind too or 

partly in cash and partly in kind. In cash they are paid from 

12 annas to a rupee a day with food and in kind they get a 

bundle of the harvested crop, as much as the workers can 
carry, with food. 

h • * pennanont worker engaged by the cultivator, whom 

cultivating activities thronghoiit the year by .stayine 
with him. ^ j j s 
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Apart from wages paid to different kinds of workers the 
peasant has to pay interest on any capital that he may have 
borrowed for carrying on his work of cultivation. He usually 
secures such loans from the village money-lender. He used to 
charge him a very high rate of interest, but now (in the Punjab) 
his interest charges are fixed by law at 12% simple interest 
and 9% compound interest. The total amount of interest 
paid by an individual cultivator will depend upon his 
obligations. 

In case he is not using his own land, he has to pay rent to 
the landlord for enjoying the privilege of cultivating his land. 
Rent to the landlord is sometimes paid in kind and at others 
in cash We shall have to say more about this presently. 

Yet another share of the land produce has to be paid to 
the State in the form of land revenue. We shall inquire into 
the details of land revenue assessment in the later part of the 
chapter. * 

If anything is left behind after the foregoing payments are 
made, that constitutes the profit, including wages of the 
cultivator himself. In order to ascertain the real amount of 
profit which the cultivator realizes he shall have to deduct 
his own wages and the wages of other members of his family 
who have assisted him in his task. Normally, the Indian 
peasant enjoys no profit at all, because he makes his two ends 
meet with great difficulty. 

It will be seen therefore that the total amount of land 
produce is parcelled out in the form of wages paid to workers. 

interest to the capitalist, rent to the landlord, land revenue to 

the Government and profit to the cultivator. 

2. Cash and Share Tenancy. We have already observed 
in the previous section that in case the cultivator does not own 
his land, he has to pay rent to the landlord either in cash or in 
kind. The payment in each case depends on the quality of 
the land in question, a more fertile and a better irrigated land 
bringing a comparatively larger share to the land-owner than 
a less fertile or inadequately irrigated land. During normal 
times the amount of cash rent yielded by different kinds of land 
in the Punjab amounts to Rs. 16—20 per acre for canal irrigat¬ 
ed lands, Rs. q—12 for well irrigated land and Rs. 6—10 for 
barani ( unirrigated ) lands. The amount of rent paid for each 
kind of land varies with prices of agricultural products. 
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Share tenancy is known as hatai system of tenancy in the 
Punjab. According to this system also the amount of payment 
to the land-owner differs with differences in the quality of the 
land cultivated. In the case of harani lands, the produce of 
land is divided equally between the cultivator and the land- 
owner, each getting $0%. In the case of chahi, or well-irrigated 
lands, the land-owner gets about one-third of the whole produce 
if the manure is supplied by the cultivator and one-half when 
the land-owner himself supplies the manure. In the case of 
nehrt, or canal irrigated lands, the landlord gets one-half of the 
produce, the manure being supplied by the cultivator. 

3. Merits of Cash Tenancy. Several advantages are claim¬ 
ed for cash rents. Firstly, cash payment of rents makes the 
tenant take keener interest in cultivation of the land, he puts 
more manure, better seed and waters the crops more regularly. 
He knows that any additional produce will belong to him alone! 
Secondly., the landlord cannot rack-rent cash tenant so easily! 
Rack-renting means charging rent at the expense of the culti¬ 
vator s wages and normal profits of cultivation (When actual 
rent exceeds the economic rent). Farm accounts show that 
generally cash rents take a much small proportion of the cross 
produce than rents paid in kind. 


Thirdly, since cash rents are settled before band, the culti- 

vator IS left without any interference on the part of the land¬ 
lord. Thus cash payments do not lead to ill-will between the 
two parties. 


4. Demerits of Cash Tenancy. Cash rents, however are 
not without their disadvantages. Firstly, they do not adjust 
with changes in prices. No doubt the cultivator stands to gain 
if prices ripe. But if prices fall he suffers much more, because 
he lives on the margin of existence. He may have to borrow 

monery m order to make his payments to the landlord or to 
make both ends meet. 


Secondly, cash rents make the landlord disinterested in the 
improvement of his land, after he has given it to a tenant. He 

absentee-landlord. He knows that his income 
trom the land cannot be increased whatever he may do after 
the rent has been settled. 

Tenancy. Baiai rents have merits with 
respect to the points m which cash rents are defective. 
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In the first place they automaticallly adjust themselves to 
prices. A farmer working on batai system is sure of at least 
a certain share of the produce and if prices fall his rent also 
falls correspondingly. If his rent rises on account of rise in 
prices, so does the value of his share of the produce. 

Secondly, since both the landlord and the tenant gain if pro¬ 
ductivity of land is increased, they are both anxious to improve 
the productive powers of the land by better manuring better 
seed and better irrigation. The landlord is ready to help the 
tenant in a thousand little ways. 

6. Demerits of Share Tenancy. On the other hand it is 
argued that (i) hafai rents do not encourage the tenant to put 
his best efforts and resources in citltivatioil. For instance 
suppose a certain additional effort and resource is valued at 
Rs. 5. If the tenant is working under the batai system (half 
share) he will not make this additional investment unless the 
addititonal returns expected are valued at least at Rs. ro. This 
is so because it is only then that the tenant will receive Rs. 5 
as his share. A cash tenant will invest Rs. 5 if he expects a 
return measured by at least Rs. 5. Thus cash tenancy leads to 
inferior agriculture. 

(ii) Rack-renting can easily take place under batai system. 
This is so especially when prices fall. Since costs of production 
do not fall in the same proportion, the costs take the major 
share of the produce. The tenant's share therefore is reduced 
sometimes to such an extent as to take away a good portion 
of his wages even ignoring the profits of cultivation. This 
actually happened during the last depression. In inany cases 
the cultivators’ net income was negative. This will be seen 
from the figures quoted in Chapter I, Section g. above. 

(iii) This system leads to considerable ill-will between the 
tenant and the landlord. The tenant resents the landlord’s 
interference in his day to day operations and the landlord thinks 
the tenant is not doing his best. At the time of sharing the 
produce, or even before as soon as the crops are ripe, the land¬ 
lord is suspicious of pilfering on the tenant's part. Oppor¬ 
tunities of pilfering are many times taken advantage of by the 
tenant and this leads to his demoralization. 

7. Types of Tenants. There are two main types of tenants 
found in the Punjab, e.g., occAtpancy tenants and ten(tnts-at~xoill• 
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Occupancy tenants are those who enjoy the right of cultivating 
their lands permanently and cannot be ejected at the will of 
ithe owner. They enjoy a kind of sub-ownership right in the 
and they cultivate because they have the right to mortgage 
their lauds and their children inherit the right of cultivating 
these lands. They can sublet their lands to others and are free 
to make any improvements on them. The share of the produce 
going to the landlord is fixed by mutual consent and cannot 
be changed often. They pay land revenue plins 2 to 4 annas 
in the rupee as malikana. 

This type of tenancy ensures permanent tenure and thus 
relieves the tenant from worry in this connection. It makes 
him deeply interested in the improvement of the land be 
cultivates and encourages him to exert himself to the best of 
his abilities. The relations between landlord and tenant also 
become personal and of intimate nature because they have to 
deal with each other for the whole of their lives. 

Tenanis al-will do not enjoy a permanent right of cultivating 
land. They can be ejected whenever the owner desires to do 
so and consequently they neither inherit the right of sub¬ 
ownership nor can the}’ transfer the land they cultivate. This 
type of tenancy is not conducive to efficient cultivation, 
because the tenant takes no interest in the improvement of 
land since he is constantly under the fear of being ejected. 

Another type of tenant is found in the colonized areas. He 
gets his land directly from the Government, acquires occupancy 
rights after 5 years' satisfactory work and is further eligible to 
acquire land on the payment of Rs. 100 per acre to the Govern¬ 
ment. 

In the United Provinces several kinds of tenancy prevails. 
There are permanent tenure-holders enjoying rights identical 
to zaraindars with respect to the ownership, inheritance and 
sale of their lands, the amount of rent due to the landlord is 
fixed by law. Fixed rate tenants also enjoy similar privileges 
and their rent is also fixed by law. There is no difference, 
except in name, between them and the permanent tenure- 
holders. Then there are ex-proprietary tenants, who were once 
the land-owners themselves but have been forced to sell away 
their zamindari and still continue to till their siri land. They 
acquire ex-proprietary rights over Uiese lands and the rights 
can be inherited by their children. They usually pay 2^/(j less 
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rent than the ordinary tenants. In addition to these classes of 
tenants there are occupancy tenants, securing the right of occu¬ 
pancy of land after cidtivating it for twelve years and passing it 
on to their children, their rents being fixed by mutual consent 
or by a court of law. Then there are statutory tenants, enjoying 
life-time tenure under the Agra Tenancy Act of 1927 by once 
cultivating a piece of land. This right of cultivation is inherited 
by their children for 5 years after their death. Then there are 
tenants^aUwill, who can cultivate a piece of land onJy so long as 
the landlord so desires. They have no stability of tenure and 
are liable to be ejected at any time. 

8. Tenancy Legislation. With a view to protect the 
rights of tenants several laws have been enacted by various 
Provincial Governments. The new drive for tenancy legislation 
since the inauguration of provincial autonomy in 1937 has been 
practically universal throughout India. The main features of 
this recent tenancy legislation in various provinces are the 
reduction in rents, security of tenure, fixing a certain period 
within which rent cannot be enhanced, recognition of the right 
to make improvements without extra burden, abolition of illegal 
exactions by the landlord and reduction in the rate of interest 
on arrears to about 6 per cent. 

9. Peasant Proprietorship in the Punjab- The Punjab 
has been called a province of peasant proprietors who cultivate 
their own lands and therefore do not have to share their produce 
with anybody else. But even in this province about half the 
total cultivated land is cultivated by tenants, mostly tenants- 
at-will. The peasant proprietors therefore only cultivate the 
other half. But the classification is difficult because very small 
proprietors also take some land on tenancy. 

The peasant proprietors of the Punjab are in some resi^ects 
a fairly prosperous class of cultivators, especially in the Canal 
Colonies. But on the whole they cannot be described as well 
off people because the average size of laud holdings in the 
province is about six to seven acres and in some districts e.y., 
Hoshiarpur Jullundur, Ludhiana and Kangra, the holdings are 
much smaller varying from two to three acres. These do not 
enable the peasant to earn a decent living. This, is why the 
problem of rural indebtedness in the Punjab is so serious and 
the Punjab cultivators are overburdened with debt. 

The system of peasant proprietorship is said to have several 
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advantages over tenancy. The peasant proprietor is the sole 
owner of the land he cultivates. This ensures his independence 
and incites him to take a real interest in the improvement of his 
land. He knows that the fruit of improvements will be entirely 
his own and will not be shared by anybody else. The system 
brings into existence a large body of land-owners who maintain 
the balance of society and ensure peace, tranquility and pros¬ 
perity of the country. The peasant proprietors provide best 
soldiers for the army and thus help to strengthen the defence of 
their land. 

On the contrary, it is argued that peasant proprietorship 
has several drawbacks. The peasant cannot be an efficient 
cultivator because his means are very limited. He is generally 
living from hand to mouth and cannot save sufficient capital to 
effect improvements on his land. Quite often he denies to him¬ 
self even the basic necessities of life in order to effect some 
savings for improving his land. But enforced economy reduces 
the efficiency of his work. He is invariably under debt and 
this fact also makes him unable to save anything or to make 
any improvement in cultivation. 

10. Land Revenue Settlement. The share of agricultural 
piodiice which has to go to the State is determined by means 
of land revenue settlement, which fixes the responsibility of 
individuals for the payment of land revenue and determines 
the amount to be paid by each. Settlements prevailing in India 
are mainly of two types, e.g., permanent and temporary. Per¬ 
manent settlement is one under which the amount of land 
revenue has been fixed once for all. This system’ was introduced 
in India by Lord Cornwallis in 1793 and prevails at the present 
time in Bengal, Northern Madras, Bihar, Orissa, Ajmer-Merwar, 
Assam and Benares territories. Under temporary settlement 
the amount of land revenue is fixed for a certain period of time, 
usually 30 years after which there is a new settlement and new 
basis of assessing the amount of land revenue. The system 
prevails in the rest of India, leaving aside the permanently 
settled areas. 

11. Demerits of Permanent Settlement. According to 
the Bengal Lnnd Revenue Commission which was appointed in 
1938 to examine the land revenue system of Bengal, permanent 
settlement possesses the following disadvantages : 

1 The revenue,dae from the Zimindar, was fixed at 10/11 of the rents realised 

by them at that time l/ll being left as the Zimindar’s share. The share 

was converted into cash and fixed for all times as Government’s demand. 
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(а) It has deprived the Government of increase in the value 
of land which has resulted on account of the increase in popu¬ 
lation and extention of cultivation. 

(б) It has involved the Government in loss of revenue from 
minerals and fisheries. 

(c) It has deprived the Government of intimate knowledge 
of rural conditions as afforded by the various records that have 
to be kept under a system oi temporary settlement. 

(d) It discourages initiative and enterprise on the part of all 
classes connected with land. 

(e) It has encouraged excessive amount of sub infeudation,* 
created a large number of intermediate interests between the 
Zamindar and the actual cultivators which have in some districts 
reached fantastic proportions. 

The commission recommended abolition of this system and 
its replacement by the Ryotwari system of temporary settle¬ 
ment. 

12. Merits claimed for Permanent Settlement- Those who 
support permanent settlement claim certain advantages for this 
system. But these advantages are very doubtful indeed. Thus : 

(а) It is claimed that it insures a fixed revenue to the State, 
which can be collected without much expense. But as has 
already been pointed out it deprived the State a share of the 
growing rentals. This loss has been estimated at from Ks. 2—8 
crores annually during the present generation. 

(б) It is also said that the system has helped in the conso¬ 
lidation of British rule by creating a loyal class of Zainindars. 
To this doubtful advantage it may be replied that British rule 
has been consolidated elsewhere too and without permanent 
settlement. 

(c) It is further argued that it has created leaders in the 
political and social fields, who have helped the ryot by spread- 

‘‘education, sound ideas and sanitation". This advantage 
also seems doubtful, especially political leadership of a loyalist 
class. Bengal peasantry if anytuiiig is more backwards than 
peasantry in temporary settled provinces. 

1 Subinfeudation means creation of tenants and then their sub-tenanU, and 
against sub-tenants of sub-tenants and so on until the actual cuKivator is 
reached. In Bengal in some cases there are 50 intermediaries between the 
Government and the actual cultivators. 
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(d) It is further claimed that the system has created a 
prosperous peasantry with resourcefulness and enterprise. This 
is a baseless claim. Famines have been as common (if not more 
common in Bengal) as elsewhere. It is difficult to understand 
how peasantry can develop initiative, enterprise and resource¬ 
fulness, when the absentee landlord is there to squeeze out any 
surplus over mere subsistence. If the revenue was directly 
settled with the cultivators then perhaps the peasantry would 
have prospered, with now fears of future enhancements. As 
it is. the Zamindars l^ve prospered at the expense of the 
cultivators and the public treasury. 

13. Assessment and Collection of Land Revenue There 
are three different systems of land revenue assessment and 
collection prevailing in areas under temporary settlement. 
These systems are : Zamindari system, Mahalwari system and 
Ryotwari system. 

(i) Zamindari System. The word “Zamindar’' refers to a 
big landlord owning the entire village or a number of villages. 
Under this system one individual or a few joint owmers own a 
large estate. The individual or joint owners are held 
responsible jointly and severally for the payment of land 
revenue to the State. They may not cultivate the land 
themselves and may let it to tenants, but the Government 
settles the land revetiue with the Zamindar and he pays it 
direct. In his turn he collects it from his tenants along with 
h{s own share of the produce. The village waste land is the 
p roperty of the landlord, who may use it in any way he likes. 
The system prevails in Bengal, Bihar, Orissa and Oudh. 

(u) Mahalwari System, Under this system the Mahal or 
estate consisting of one village or a number of them is owned 
by co-sharing bodies or village communities, whose members 
are held jointly and severally responsible for the payment 
of land revenue to the State. This system resembles the 
Zamindari system in all respects with the only exception that 
here the number of owners is sometimes quite large. In the 
Punjab one of the co-sharers is usually appointed as a 
Lambardar to collect the land revenue from all concerned, to 
make its payment to the State treasury and to serve as a 
representative of the village coinniumty. In U. P., Bihar, 
Orissa, Bengal and Central Provinces, the Government 
receives revenue from the landlords or talukdars directly and 
they in their turn collect from their tenants. 
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{Hi) Ryotwari System. Under this system the ryot, the 
small cultivator, is himself the owner of land. The village 
estate is held in a large number of small, single and indepen¬ 
dent units by the cultivators • who are individually held 
responsible for the payment of land revenue, either direct to 
the State treasury or through the headman known as the 
Patel. There are only two parties sharing the produce of 
land e.g.. the cultivator and the Government; no intermedia¬ 
ries are allowed. The village waste iand is the Government 
property, but the villagers enjoy the ri||Jjt of having firewood 
and using it as a pasture land. This system prevails in 
Madras, Bombay and Assam.. 


14. Principles of Assessment- There are no set principles 
according to which the amount of land revenue is assessed 
throughout India. In the Punjab, U.P. and Central Provinces 
it is based on the amount of rent actually paid or which could 
be paid if laud were leased on rent. In Madras a certain 
percentage of the net produce—the total amount of production 
tniT^us expenses—constitutes the basis of assessment. In 
Bombay it is determined on the basis of general economic 
condition, prevailing at the time of assessment. 

The collection of land revenue is not carried out very 
strictly. Grant of temporary exemptions from assessment, 
grant of concession for cultivating waste lands and reduction, 
suspension or remission of revenue payment are quite often 
enjoyed by the cultivator. There is a tendency, further nmre, 
towards the reduction of revenue demand. Under the East 
India Company, 80 ®/„ of the net assets were taken m the form of 
revenue- the percentage of assessment was later lowered lo od’^/o 
in and So^L in I855. In recent times the precentage has 

been reduced to 25 in the Punjab and some other Provinces. 


In 1935 principle of sliding scale was introduced m the 
system of revenue assessment in Lyallpur District of the 
Punjab as an experiment. According to this system standard 
rate of revenue demand is fixed on the basi^ of a long time 
average of prices during the past 20 years. Each year the 
revenue demand is assessed afresh, the amount decreasing 
in response to a fall^ if any, in the price of agricultural 
commodities. The standard rate is the maximum beyond 
which the rate of revenue cannot increase, and the cultl^^to^ 
is allowed to enjoy full advantage of a rise in prices above 
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the long period average, but every fall in the price is adequately 
compensated. 

15. Criticism of the Land Revenue Policy. The land 
revenue policy of the Government is criticised on various 
grounds: (i) The assessment is too heavy. In many cases the 
peasant has to pay land revenue out of his maximum sub¬ 
sistence. 

(ii) Land revenue is charged for every piece of land under 
cultivation irrespective of the circumstances of the owner. 

(iii) Land is a form of property and gives a certain income. 
Other forms of property and incomes pay much lighter taxes 
to the State. Not only the rate is lower but upto a limit 
(Rs. 2,000 a year) the incomes are exempt from income tax, 

(iv) While small owners bear a heavy burden big landlords 
escape lightly. This is due to the fact that the rate of assess¬ 
ment is not imposed on progressive principles of taxes i. e. 
higher incomes paying higher percentage of taxes. 

The official view, on the other hand, is that the present 
revenue demand is very low compared with pre-British times. 
The Moghuls charged one-third of the gross produce. Similar 
was the burden imposed by the Sikhs and the Mahrattas. 
While at present the tendency is towards 25% of the net 
produce. 

This is true but two considerations must be kept in mind. 
Firstly, the average holding now is much smaller due to pressure 
of population than it was in the past. Even a heavy share of 
Government from larger produce left the peasant enough to eat. 
Now even a smaller share reduces his subsistence. Secondly, in 
pre-British times the state normally' dealt with the cultivators. 
No intennediaries were allowed to have a share of the produce 
of land. Now such intermediaries in the form of absentee land¬ 
lords and other parasites take away a considerable share of the 
produce. 

It may also be added that the fact that the peasant was 
harshly treated in the past,even if he was, should not be a justi¬ 
fication for refusing to lighten his burdens now. 

It is suggested therefore that income from land should be 
treated in the same way as income from other sources : (i) there 
should be an exception limit, (ii) Smaller holdings should pav 
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revenue at lower rates, (iii) Larger holdings should pay at 
higher rates. 

Summary. 


1. Sharare of Agficultural Produce. These are: (i) Xiaboar. 

(a) Permanent laboarers called sifts who get a fixed percentage of laud prodace 
or without food. Normally 20\ without food and 20®/o with food. 
ih) Katnins who give service to facilitate cultivation, carpenters, smiths, 
etc. They are paid in kind at times. (c) Temporary labourers are engaged at 
times of pressure of work and are paid either in cash or in kind. 

(ii) Capital. Usually borrowed from the village money-lender. Interest 
rates are fixed by law now. In the Punjab they are 12% simple and 9®/© 
compound interest. 

(iii) Bent. If the peasant is not the owner of land he pays rent to the 
landlord either in cash or in the form of a share of the produce. 


Kents automatically 
to take interest in 


(iv) Land Revenue is the share of Government. What is left after these 
payments is the remuneration of the cultivator- his wages, interest on his own 
capital and profits. Usually be hardly gets his wages. 

2. Merits of Cash Tenancy, (i) Peasant takes keener interest in 
cultivation, (iii Prevents rack renting by the landlord, (iii) No interference 
by landlord and hence no ill-will between the parties. 

3. Demerits of the Cash Tenancy, (i) Rents do not adjust to changes 
in prices. Impose heavy burden on peasant if prices fall, (ii) Makes the land¬ 
lord disinterested in cultivation and improvement of land 

4. Merits of Share Tenancy (batai system), (i) 

adjust with prices, (ii) Greater inducement to landlord 
laud and liolp his tenant. ^ 

5 Demerits of Share Tenancy, (i) Do not encourage the tenant to 
invest capital and labour unless return »» 

rents (ii) Rackrenling of the tenant can easily take tlace. (m» Loads to 
m ^il through interference on the part of the landlord. Opportunities ot 
pillering a source of demoralization of the peasant. 

6 Tvoes of Tenants. There are two main types in the Punjab: Occupancy 
tenants’and tenants-at-will. The tormer cannot be ^ected and have rights of 
mortgage and of passing land on to their children. They can sublet their land 
Lnd can make any improvement. They pay a liaed portion of land revenue to 

the owners as malikana or "lagan'. 


Tenants-at-will can be ejected at the owner’s will. 

T« the U P the main types of tenants are permanent tenure holders, fixed 
rate tenants, oxproprietory tenants, occupancy tenants, statutory tenants and 

tenants-at-will. 

7 Tonancy Legislation. The main purposes of such legi.slation are 
reduction of ronta: security of tonure. .atriotio.ia .... c..l.«..ce...e..t of rent,, re- 
cognUion of rights of improving land by tenants,abol.t.o.. of .llogal reactions etc. 

8 Peasant Proprietorship in the Punjab. About half the area in the 
Punjab* is cultivated by peasant proprietors. Tbe system h^s advantages in 
that it creates an indepeadeni hard-working peasantry. Creates political 
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stability and provides soldiers for the army. Bat it has drawbacks : The 
means of small peasants are humble and they cannot invest much capital m 
land. He is invariably in debt. 

9. Land Revenue Settlement, (i) A settlement implies indetermination 
of the share going to the State, (ii) Fixing of the pei-son or persons who have to 
pay it. A settlement may be permanent or it may be temporary repeated after 

30 years, 

10. Disadvantages of Permanent Settlement, (i) Loss of revenue to 
Government, (ii) Lack of proper records and hence of information about rural 
conditions, (iii) Discourage initiation, (iv) Encourages subinfendation. 

11. Advantages Claimed, (a) Ensures fixed revenue to the State, 
(b) Has helped in consolidation of British rule, (c) Has created political and 
social leadership, (d) Has created a prosperons peasantry, (i) All those advan¬ 
tages are doubtful in value, (ii) They exist at all. 

12. Criticism of Land Revenue Policy, (i) Assessment is too heavy, 
(ill Charged on every acre whether in the possession of the poorest or the 
richest, (iii) The rate is the same for larger and smaller landlords. Conse¬ 
quently the burden is heavy on small holdeis and light on big ones. 

It is recommended that principles of taxation should be applied to 
incomes froni land. There shouUI be an exemption limit and rates should 
increase progre-ssively for bigger landlords. 


Exercises 

1. What are tho various parties sharing the agricultural produce in India? 

How are their shares determined ? 

% 

2. What do yon understand by the hatai system ? Compare it with the 
system of cash rents. 

3. What are various kinds of tenants in the Punjab ? What is their 
respective legal position ? 

4. Write a short note on the various tenancy laws passed recently 
in India. 

5. What are the economic, social and political advantages of having tho 
system of peasant proprietorship ? How far have they been realized in the 
Punjab ? 

fi. Examine critically the working of permanent settlement in Bengal. 

7 . What are the chief systems ot land Tenure in India ? 

8. Write a critical note on the Land Revenue Policy of tho Government. 
What lines of reform would you suggest in this connection ? 



CHAPTER X 

RURAL DEBT AND CO-OPERATIVE CREDIT 

1. The Nature and Extent of Rural Debt. The problem 
of rural debt is universal, because agricultural communities 
are as a rule poor. But the poverty of the Indian masses 
IS very acute. Therefore, the problem of rural Indebtedness 
is very important in this country. The gravity of the situa¬ 
tion is increased by the fact that most of the rural debt of 
India is unproductive and consequently tells very heavily 
upon the financial condition of our rural population. 

Various estimates have been made about the magnitude 
of rural debt of India, but none of them can be said to be 
accurate because all of them have been based on haphazard 
inquiries made by different individuals. Mr. Darling estimat¬ 
ed the total volume of rural debt of the country at Rs. 600 
crores in 192*) and Rs. 1,000 crores in 1931. The Central 
Banking Enquiry Committee estimated the total debt at 
Rs, 900 crores in T929 and this appears to be quite consistent 
with Mr. Darling's estimate. The burden of debt considera¬ 
bly increased during the period of depression (1930-39), but 
in recent years it has presumably become much lighter due 
to higher prices. 

The Punjab is more heavily in debt than any other 
province. The total amount of rural debt of the Punjab was 
estimated at Rs. 90 crores in 1925, Rs. 185 crores in 1929 
and Rs. 200 crores in 1934. The present war and its higher 
prices have most probably reduced the agricultural debt to 
a considerable extent^ 

2. Causes of Rural Debt. The main causes of rural debt 
in India are as follows :— 

(t) Pressure of population on land. Practically three- 
fourths of the Indian population derive their maintenance 
from land. Land available for cultivation is limited while popu¬ 
lation has increased enormously. There are too many people 
on land because the country lacks other sources of employment. 
The result is sub-division and fragmentation of holdings. 
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Land holdings in India are small and scattered at various 
places. This makes agriculture uneconomical and less 
remunerative. Hence leads to poverty and indebtedness 
of the peasantry. 

(ii) Insecurity of crops. Agricultural activities in India 
are described as a gamble in rains, leading to the insecurity 
of crops. It is estimated that in every five years there is one 
good year, one bad year and the other three years may be 
described as just normal. It is only during the good years 
that the cultivator can keep himself out of debt. 

{iii) Decline of cottage industries. The death-blow given 
to the Indian cottage industries by the machine-made 
products has deprived the Indian agriculturist o^ supplemen¬ 
tary sources of income and to that extent it has exposed him 
to debt. ^ 

(iv) Insanitary conditions prevailing in rural areas lead to 
wide-spread diseases involving loss of productive labour, 
expenditure on treatment and reduction of efficiency. 

{v) Cattle mortality. A large percentage of loans are 
advanced by co-operative credit societies (presumably also by 
money-lenders) for the purchase ' of cattle, because of the 
unusual loss of cattle due to deadly diseases prevailing 
among them. 

{vi) Imprudence and extravagance of farmers. It is 
generally agreed that the Indian cultivator never thinks of 
the morrow and indulges in extravagant activities which lead 
him to indebtedness, 

(vii) Litigation. The rural people in India are very ignorant 
and therefore easily excitable. This leads to bitter disputes on 
small matters and heavy expenditure on litigation ensuing 
therefrom. It is estimated that Rs. 75 lakhs annually is spent 
on criminal litigation in the Punjab. 

{yiii) Ancestral debt. The most common cause of debt is 
the inheriting of ancestral debt, for which the present genera¬ 
tion has in no way been responsible. 

(tx) Appreciation in the value of land. Land has become 
much more valuable due to security of life and property 
provided by the stability of Government and economic pro¬ 
gress of society. The cultivator’s credit, therefore, has 
improved, enabling him to secure more loans. The Indian 
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agriculturist, maintains Mr. Darling, borrows not because he 
has to, but because he can. 

(a;) Easy credit. The village money-lender stands always 
ready to advance loans to agriculturists without taking the 
trouble of finding out the purpose of the loan. He charges 
very high rates of interest and seldom clears his accounts with 
debtors. 

{xi) Land revenue. An appreciable percentage of agricul¬ 
tural loans, varying from 2 r.26 to 38.06 per cent in various 
districts of the Punjab, are taken for the payment of land 
revenue. 

The above are the main causes giving rise to rural indebt¬ 
edness in India. The situation can be improved by providing 
adequate facilities for education, so that people are able to 
understand and appreciate the higher values of life, thus 
avoiding quarrels and litigation. Economy and thrift should 
be encouraged. Consolidation of land-holdings can improve 
the economic condition of farmers. Extension of irrigation 
facilities, veterinary aid and co-operative credit will also go a 
long way in solving the problem of rural debt of the country. 
Ill addition to these, the development of cottage and large-scale 
industries would prove the final and permanent remedy for this 
problem. 

3. Debt Legislation in the Punjab- The problem of rural 
indebtedness has attracted the attention of the Central Govern¬ 
ment as well as of the Provincial Governments. The Govern¬ 
ment of India enacted the Land Improvement Loans Act in 
1883, and the Agriculturists Loans Act in 1884. which greatly 
helped the peasant in securing loans on reasonable rates of 
Interest. In addition to these measures the Punjab Govern¬ 
ment has enacted the following legislative measures to combat 
this problem. 

{£) The Punjab Land Alienation Act, 1901 . According to 
this Act, non-agriculturists are prohibited from purchasing the 
land of agriculturists. 

(if) The Punjab Land Alienation (Amendment) Act, passed 
shortly after the enactment of the Land Alienation Act. pre¬ 
vents a mortgagee or a leasee of agricultural land from causing 
any permanent injury to land, and fixed the period of mortgages 
of land to 20 years. 
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(lii) The Punjab Land Alienation (Second Amendment) Act, 
1938, declares the hen'tmi transactions, which were a clear 
violation of the law, to be null and void. Thus the non-agri¬ 
culturists who evaded the law by purchasing land in the name 
of their culturist friends are severely dealt with and no compen¬ 
sation is provided to them. Even if the transaction has been 
conducted a few days before the passage of this Act, the land 
reverts to the original owner without a penny’s return to the 
non-agriculturist. 

(fy) The Punjab Land Alienation (Third Amendment) Act, 
1938. This Act protects agriculturists from agriculturist 
money lenders, who are prohibited from purchasing the land of 
their debtors, until three years have elapsed after the full 
settlement of their debt. Bznanii transactions in this respect 
have also been declared illegal. 

(t') The Punjab Debtors' Relief Act, 1934, and the Punjab 
Debtors’ Protection Act, 193O, have provided a great relief and 
protection to debtors in the Punjab by fixing the rate of 
intere t, the total amount of interest that can be charged and 
by exempting the property of the debtor—standing trees, 
standing crops, etc.—from attachment for the recovery of 
debt. Money-lenders have to get a license and debts can be 
settled by Boards of Conciliation. 

{vi) The Restitution of Mortgaged Land Act, 1938. This 
Act provides for the restitution of all mortgaged land to their 
original owners in the case of mortgages which were effected 
prior to 8th June, 1901, and since 8th June, 1878. 

(rif) The Punjab Agricultural Produce Marketing Act, 1939, 
ensures fair returns to the agriculturist for his produce and is 
intended to standardise his procedure for the marketing of 
agricultural produce within the province. The operation of this 
Act has been suspended for the time being as a result of 
Sikandar-Baldev Singh Pact. 

{viii) Inauguration of Co-operative Credit Movement, Co¬ 
operative Credit Movement was launched in 1904 throughout 
India with the express motive of fighting the problem of rural 
debt in the country. We shall discuss the development of 
this movement presently. 

The general effect of the recent agrarian legislation enacted 
in the Punjab has been to restrict the activities of money- 
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lenders and thus to contract credit, as a result of which the 
rate of interest was bound to rise. The contraction of credit 
and high rate of interest is likely to prove a blessing in 
disguise to the agriculturist who will not be tempted to 
secure loaiis for unnecessary and extravagant purposes. 

4. Co-operative Credit Movement. Co-operation refers to 
the voluntary association of various individuals with a view to 
achieve a common end. “Each for all and all for each" is the 
main principle on which it is based. It enables each individual 
to enjoy the advantages of joint and organized efforts of a group 
of individuals, and thus to face the forces of competition and 
exploitation bravely and successfnll5^ Thus a football team, 
or the shareholders of a joint-stock company even may be a 
gang of dacoits viewed as co-operative bodies. 

In economics co-operation means the voluntary association 
of various individuals to secure a common economic end by 
honest means. It may assume the form of productive co¬ 
operation, distributive co-operation or credit co-operation. It 
is in its last form,c-fif.. credit co-operation, that we are mainly 
concerned with at present. 

5. Its Principles and Aims. Co-operative credit move¬ 
ment has been the most effective measure adopted to 
deal with the problem of rural indebtedness in India. The 
main principles on which this movement is based are :—(f) the 
recognition of the necessity of loans for the farmer ; (if) the 
co-ordination of credit of rural people and (iii) the joint 
responsibilitv of co-operators. Generally speaking the mam 
aim of this 'movement has been to secure “better business, 
better farming and better living," but more particularly its 
basic aims may be described as (i) to provide cheap credit, t.e., 
to enable cultivators to secure loans at reasonably low rates 
and (ii) to reduce the volume of rural debt. The success of 
the movement can therefore be judged by the extent to which 
these aims have been actually realized as a result of the work¬ 
ing of co-operative credit institutions in our country. 

6 Historical Development. The genesis of co-operative 
credit movement in India, goes back to iiig 5 - 97 - About that 
time Mr. Frederick Nicholson, a Madras civilian, was sent to 
Europe to studv the conditions of agricultural credit, especial¬ 
ly in Germany ' and Denmark. He in his report emphasized 
the fact that co-operative credit, based on the principles of 
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Raiffeisen type of credit societies was the only means for 
’"bringing to the peasant that continued ever-fluctuating credit 
which he needed." Later the Famine Commission of 1901 
strongly recommended the establishment of the Raiffeisen type 
To agricultural banks. Lord Curzon’s government took special 
interest in this venture and finally the movement was 
launched with the passage of the Co-operative Credit Societies 
Act. T904. 

According to the provisions of this Act any ten or more 
persons belonging to the same tribe, cast or village could, 
organize themselves into a co-operative society by applying 
to the Registrar for registraiion of the same. The society 
was known as a rural society if four-fifths of its members were 
agriculturists, and an urban society if the same percentage 
of its members were non-agriculturists. Rural societies were 
to have unlimited liability as a rule and urban societies 
could use their Option. A rural society could declare no divi¬ 
dends and had to carry all of its profits to the reserve fund. 
In the case of urban societies one-fourth of the profit was 
required to be deposited in the reserve fund. No individual 
member could own more than one-fifth shares of a society or 
more than Rs. i,oco worth of shares whichever was greater. 
After the passage of this Act the movement began to flourish 
repidly and tlie member of societies increased from 843 with 
90,844 members and Rs. 23,71.683 r.s working capital in 1906-07 
to 8,177 with 403.318 members and Rs. 3,35,75.162 worth of 
working capital in 1911-12, But the development of the move¬ 
ment was greatly hindered by the fact that it recognized only 
the credit societies. 

The Act of I 9 f ^4 had confined the development of co-operative 
movement only to the field of credit and even here it allowed 
only the primary co-operalive societies to come into existence. 
Therefore another Co-operative Societies Act was passed in 1912 
which recognized non-credit co-operative societies for purposes 
of purchase sale, production, insurance, housing, etc It also 
recognized three kinds of Central Co-operative Credit Societies 
in addition to Primary Co-operative Credit Societies e. g , {{) 
unions, consisting of primary societies, {it) central banks,’con¬ 
sisting partly of societies and partly of individuals and (m) 
provincial banks, consisting purely of individuals. This Act 

subs'ituted more scientific distinction between societies on the 
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basis of liability—classifying them into limited and unlimited 
liability societies—for the old distinction of rural and urban 
societies. It also authorized societies to set apart a portion of 
their profits, not exceeding lo per cent, for educational and 
charitable purposes, after the old provision for transferring one- 
fourth of the profits to the reserve fund was duly met. Since 
191C) co-operation has become a transferred subject and Provincial 
Governments are free to admiiiister it in any suitable manner. 

The movement developed with rapid strides after 1912 and 
has since then shown ever-increasing potentialities. The follow¬ 
ing table indicates this development 

Development of Co-operative Societies since 1912 


Year 


1914-15 

1921-2-2 

1929-30 

l«35-36 

1939- 40 

1940- 41 

1941- 42 

1942- 43 


Number of 
Societies 


17,327 

62.182 

104.187 

107,957 

136.879 

142.519 

145,424 

146.160 


No. of members of Amount of 
primary societies working capital 

(In thousands) 
Hs. 

12,22,92 

31.12.25 
89,51,78 

1,00,10.09 
1.07,10.00 
1,09.32.29 

1.12.42.25 
1,21,14,32 


8.24,469 

1.974,290 

4,181.904 

4,510,744 

6 , 091.570 

6,400.359 

6,735.2:'3 

6.912,004 


In addition to the primary Societies there were 466 unions, 
611 central banks,and 10 provincial co-operative banks operating 
in India in 1040 41. All this shows quite an encouraging growth 
of co-operative credit institutions in the country. It is estimated 
however that in comparison with the size of the country and 
her population, facilities of co-operative credit are very meagre; 
so far the movement has touched only 12 per cent, of our rural 

population. 

Tlte Pnniab with 25,103 societies stands first in the number 
of societies Q 4'7 per lakh inhabitants, while Bengal haying 
a larger number of societies than the 

that respect with 70-1 societies per one lakh inhabitants. The 
Punjab also leads in having the largest amount of working capi¬ 
tal (Rs. 6.48 crores), while Bengal comes next with Rs. 6.20 

crores. 

7 Organization of Co-operative Credit in In^ia. In the 

organization of co-operative credit m India, the following in¬ 
stitutions are found performing their respective functions m 
their respective jurisdictions. 


RURAL DEBT AND CO-OPERATIVE CREDIT 


117 

(») Primary Socieii€,s. At the bottom of the co-operative 
credit ladder stands the primary society. A primary society 
consists of ten or more members, operates in a village and is 
managed by honorary officers elected on democratic basis, each 
share-holder having one .vote. It secures its working capital 
from two sources—in/eruaZ. e. g., entrance fees, deposits from 
members and share capital, if any, and external, loans 

and deposits from other societies, from Oovernnient and 
from central co-operative banks. Loans are advanced to mem¬ 
bers mostly for productive purposes, though consumption loans 
and loans for the redemption of old debts are not unknown. 
Repayment of loans is allowed on instalment basis. 

{ii) Unions. Five or more primary societies situated 
within a radius of five to seven miles may organize themselves 
into a union, this may be either a snpervisiny anion, in which 
case it conducts only supervision of the working of member 
societies ; or a guaranteeing union, in which case it stands a 
guarantee for the repayment of loans secured by any of the 
member societies from the central bank or any other agency. 
It is managed by a committee representing the member societies 
and a paid secretarN’’ is employed to conduct supervision and 
negotiation. Expenses are borne by the member societies. 

{Hi) Central Co-operative Banks, A Central Co-operative 
Bank ordinarily covers a District and is situated at its head¬ 
quarters, It serves as a balancing agency for adjusting the 
excess and deficiency of working capital of primary societies on 

the one hand and the Provincial Co-operative Bank on the 
other. 

(I'y) Provincial Co-operative Bxnks. Each province has a 
Provincial Co-operative Bank, representing the apex of the 
Provincial Co-operative Credit Organization, It co-ordinates 
and controls the working of central banks, serves as a clearing 
house to balance their excesses and deficiencies, conducts credit 
and discounts business and serves as a link between the general 
money market and co-operative institutions of the province. 

(v) Reserve Bank of India. At the helm of all these insti¬ 
tutions stands the Reserve Bank of India, with its Agricultural 
Credit Department, specially organised to help agricultural 
hnaiice by rediscounting agricultural paper and advancing 
loans to Provincial Co-operative Banks. 
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8. Land Mortgage Banks. Tbe loans advanced by co^ 
operative institutions are for short periods only because their 
deposits, which constitute the major source of their working 
capital, are subject to withdrawal on short notice. The need 
for establishing land mortgage banks which would advance 
long-term loans to agriculturists has been felt ever since 1904 
and it was greatly emphasized by the Royal Commission on 
agriculture. But so far no organised ejffort on all-Iiidia basis 
has been made for establishing such banks. Various provinces 
have taken individual initiative in this respect, with the result 
that there is no uniformity in their i>rganization, some province 
having land mortgage banks and others land mortgage societies. 

The Punjab has had the honour of giving a lead in this res¬ 
pect, having started the first land mortgage bank at Jhang in 
1920. Within a few years the number of such banks rose to 
twelve. At present there are 10 co-operative land mortgage 
banks operating in the Punjab. Two of these operate over 
whole district and others confining their activities to a single 
Tahsil. Bombay has iS land mortgage societies, Bengal and 
Assam have 5 each, while Madras has 119 primary land mort¬ 
gage banks and one central land mortgage bank. 

The main sources of their capital are the issue of share 
capital, long-term deposits and the sale of debentures. They 
advance loans for 5 to 20 years for the redemption of old debts, 
the purchase of expensive agricultural implements and for 
effecting permanent improvements on land. 

In 1940-41 there were 252 land mortgage banks and socie¬ 
ties in India with 105.280 members and working capital of 

9. Non^Agricultural Credit Societies. Aside from agricul¬ 
tural credit societies there are a number of other co-operative 
credit societies financing different classes of people. There are 
Urban Credit Societies known as people's Banks, organised 
for the benefit of middle class people. Thrift and Life Insu¬ 
rance Societies for the employees of large firms and Government 
departments, communal societies, helping to finance the mem¬ 
bers of different communities, artisans’ societies, and societies 
for factory workers and for depressed classes. Thus the co¬ 
operative credit movement has been extended to various fields. 

10. Non-Credit Agricultural Co-operatrve Societies. Non¬ 
credit societies have not developed to the same extent as credit 
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societies. They were about one-fifth of the total societies in 
1940-41. Agricultural non -credit societies were one seventh of 
the total societies in 1940-41. i. e. 19.639 out of 141,165, 

Their slow development was due to (i) The Act of 1904, 
made no provision for such societies ; (ii) in other countries also 
non-credit corporation came later, due to the necessity of greater 
training and exf)ericnce for its success.: (iii) industrial backward¬ 
ness of India and illiteracy of the masses also stood in the way ; 
(iv) finally credit societies also in many cases took up non- 
credit functions. 

In recent years non-credit societies, especially agricultural 
non credit societies have made considerable progress. They 
have been introduced over a large field of agricultural operations 
e.g. : sale of agricultural produce, production and sale of imple¬ 
ments, and manures, development of the irrigational projects 
cattle insurance, consolidation of holdings, opening of state 
aided dispensaries and schools, introduction of improved 
methods of cultivation, general village uplift etc They have 
done good work in all tnese fields. Societies which have done 
specially good work in the various provinces may be mentioned 
These are : Cotton sale societies in Bombay. Irrigation and 
Milk societies in Bengal. Cor.perative seed Societies and Dairy 
societies in the Central I’rovinccs, societies for consolidation of 
holdings, clearance of silt in canals and sale of farm produce in 
the I^unjab. Good has also been done under the rural recon¬ 
struction programme in the Punjab and the U. P e'=pecially 
through formation of better living societies. Though the 
primary object of such societies was curtailment of 
ruinous expenditure on marriages and other social occasions 
They have also helped in various other matters They have 
levelled paved and swept village lanes, promoted sanitation 

iinpioved ventilation m houses, repaired drinking wells and 
stopped waste on farms. 

A more recent idea is of starting multiple purpose societies 
Instead of having different societies for different purposes in 
the same village, it proposed that one big societv should heln 
the agriculurist m all his needs, credit, consolidation of holdings 
marketing etc. It will lead to better and cheaper management 
and will command greater loyalty of the members. On the other 
hand it is held that such societies will become too unwillinv 
to manage. There is no harm, however, in making experiments 
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11- EsOrnate of the Movement. We are now in a posi¬ 
tion to make a general estimate of the co-operative movement 
in India. The mov'ement has had its successes and failures 
alike. It has made cheaper credit available to the agiiculturist, 
the rate of interest having been reduced from 37^%, 25% or 
at least idJ-% to i2% and has dealt a severe blow to the 
village money-lender. Organization of agriculture on co-opera¬ 
tive basis has been encouraged and Agricultural Department 
in every province has been assisted in popularizing improved 
seeds, cattle and implements. Rural credit has been brought 
in line with modern banking business and the working of credit 
societies gives training in the proper use of money and in 
elementary banking practice. Non-agricultural credit societies 
are rendering useful service to weavers, artisans, factory workers, 
salaried employees, etc., and they have directly encouraged the 
development of cottage industries. Non-credit societies are 
also playing a useful part in improving the conditions of our 
rural masses. Apart from economic advantages, the movement 
is responsible for elevating the intellectual and moral tone of 
our people, among whom litigation, e.s.travagance, drunkenness, 
gambling and hoarding are now at a discount, and thrift, 
economy, self-help and self-reliance are encouraged. 

On the other hand, it is aigued that the development of 
the movement is too slow to cope with its aspirations, wliioh is 
evident from the fact that so far it has touched merely the 
fringe of the problem, serving as it does only I2 per cent of the 
agriculturists. Over a j>eriod of 40 years the movement has 
been able to collect over Rs. 120 croresin the form of working 
capital, which means that at the present pace of its develop¬ 
ment it will need about four centuries to collect sufficient 
amount of capital to remove the country’s rural debt, provided 
the volume of rural debt remains at its present level during all 
these centuries to come. With respect to the rate of interest 
it is said that, though the nominal rate of interest has been 
lowered, but practically it has given no relief to the pea ant, 
because co-operative societies are very strict in realizing interest, 
there being no leniency at the time of payment, whereas the 
village money-lender could invariably be prevailed upon to give 
up a good portion—sometimes the whole—of the agreed amount 
of interest. It is furtner argued that co-operative societies 
provide no means of financing those who actually need their 
assistance, individuals with little are no credit. Judged 
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from these points of views, the movement cannot be described 
as a brilliant success. It must be emphasized, however, that 
to abandon the inoveinent altogether would be uo solution of 
the problem. What is needed is to direct it along sound lines 
and to ensure its speedy growth, so that every village should 
have a co-operative credit society. 

The main reasons responsible for the slow and tardy develop¬ 
ment of the movement, as described by Profs. Wadia and 
Joshi, are lack of surplus capital in the hands of co-operators, 
lack of education among them, initial difficulties in setting the 
movement on foot and initiative taken by the Government 
rather than by the people themselves. To these may be added 
lack of training and understanding of practical business, 
accumulation of overdues and insufficient admiuistralioii of 
loans to the needy, who are seldom able to secure the needed 
accommodation from such institutions and have ultimately to 
depend upon the village money-lender. 

Summary. 

1. Nature and Extent of Rural Debt. The Indian peasant is heavily 

indebted. What is more seriou&i, most of this debt is unproductive. Various 
estimates liave been made of Indian rural debt. In 1925 barling estimated 
it at Rs. 600 crores, in 1930 the Central Banking Enquiry Committee put it at 
1000 crure.s. During the depression its whs much heavier. At present 

it is perhaps lighter. The rural debt of the Punjab wa.s put at Ks. 90 crores 
by Darling and Rs. 165 crores by Banking Enquiry Committee. 

2. Causes : Main cau.ses of this debt are : (i) Pressure of population 

on land, (ii) Insecurity of crops, (iii) Decline of cottage industries. Uv) In¬ 
sanitary conditions, (v) Cattle mortality, (vi) Imprudence and extravagance 
of the fanners, (vii) Litigation, (viii) Ancestral debt, (ix) Appreciation in 
land values, (x) Easy credit, (xi) Land revenue burden. 

3. Debt Legislation in the Punjab. The chief measures arc:— (i) Tho 

Punjab Land Alienation Act 1901 (irohibited transfer of land from agriculturists 
to non-agriculturists. 

(ii) Tho Punjab Land Alienation (Amendment) Act, prevents mortgage or 
lease of agricultural land causing any permanent injury to such land, and fixes 
their inaximnm period at 20 years. 

(iii) The Punjab Laiul Alienation (Second Amendmejit) Act 1938 declares 
bennmi transactions null and void. 

(iv) The Punjab Land Alienation ('I'hird Amendment) Act 1938 protects 
agricuitnrists from agriculturist inoney-lendeis. 'J'he latter is prohibited to 
purchase lain! from the farmer in lieu ot debt. 

(v) The Punjab Debtors’ Relief Act 1934 and the Punjab Debtors’ Protec¬ 
tion Act 1938, protect debtors by fixing rales of interest, licensing of iin»noy- 
lenders, provision of settleineiit of debts by Boards of Conciliation. 
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(vi) Restitation of Mortgaged Lands Act 1938, restores to original owners 
mortgages effected before 8th June 1901. 

(vii) The Punjab Agricultural Produce Marketing Act 1939, aims at ensur¬ 
ing fair returns to the agriculturist seller by restricting doubtful practices.in 
the Miitnrffs. 

(viiil Co-operative Societies Act of 1904 and 1912 provide alternative 
sources of credit through credit societies. 

4. Co-operative Movement is based upon the principle of each for all 
and all for each. Its inain principles are : (i) Recognition of necessities of 
lands for the peasant, (ii) Co-ordination of credit of rural people, (iii) Joint 
responsibility of co-operators. 

Its aims are : (i) To provide cheap credit, (ii) To reduce volume of 

rural debt. Its slogan is ‘better business, better farming, better living.’ 

5. Historical Development. 1895-97 Nicholson studied the problem 
and reported and recommended the Uarfieisen type for rural areas. Famine 
Commission of 190 1 supported this recommendation. In 1904 the Co-operative 
Credit Societies Act was passed, (i) It allows of more persons for same village 
or tribe to register themselves as society. Rural society has atleast agn- 
cultniisb members ; urban society non-agriculturist members. Rural society 
has unlimited liability, had to put all their protits in a Reserve Fund. Limi¬ 
tations were put on the shares any iitdividual members could hold. 

This act provided for any credit societies. Hence the Act of 1912 was 
passed, which recogtiized non-credit co-operation also. In addition to primary 
.societies it recognized, (i) Unions, (ii) Central Hanks and (iii) Provincial 
Banks. It gave a more scientific classification on basis of liability of societies. 
The movement received great stimulate by this act. 

With the Reforms of 1919 co-operation became a provincial subject, and 
has made considerable progress since then. But it has only touched the fringe 
of the problem y^t. Only 12 per cent ol the rural population is affected. The 
Punjab leads. 

6. Organization of the Movement exhibits the following kinds of 

units: — (a) Primary societies for the basis, (b) Unions are associations of 

primary societies for purposes of supervision (supervising unions) or for 
guaranteeing loans (guaranteeing union taken by societies from central banks 
or any other agency, (c) Central co-operative banks, help financing of primary 
societies, (d) Provincial banks, finance central banks, (e) The Reserve Bank 
of India has an Agricultural Credit Department and belp.a by rediscounting 
agricultural paper and by advancing loans to provincial co-operative banks. 

7. Land Mortgage Banks. These are special institutions they advance 
loans for long periods on the security of land mortgaged with them. Punjab 
has 10 of them, Bombay 18, Bengal and Assam 5 each, Madras has 119 primary 
land mortgage banks and one Central Bank moitgage. 

8. Non-agricultural Credit Societies are formed for giving credit faci¬ 
lities tonon-agriculturists. These are urban credit soeiet-es known as Peoples 
Banks. They may be communal societies artisans’ societies, societies of em¬ 
ployees of a firm of government servants etc. 

9. Non-Credit Agricultural Co-operation. These societies are formed 
for holdings, sanitation, cattle insurance, purchase and sale production etc. They 
have done good work. A more recent idea is the formation of mnitiple purpose 

sociC'tie.s. 
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10. Estimate of Movement, (a) Acliiovements ; has lowered the rural 
rate of interest from 57Va°/o more to 12®/o. Has popularized better seed and 
better implements ; has given training in elementary banking practice ; has 
helped the factory workers, artisans and middle classes in many ways ; has 
raised the morality of the people in many places by encouraging thrill, economy, 
self'help and self reliance. 

(b) Shortcomings. Has only touched 12% of the agriculturists. Progress 
has been very slow. Interest has been only normally lowered. People still go 
to money-lenders because co-operatiou sacieties are more strict in their dealings. 
Does not help the lowest classes who have no credit. 

(o) Reasons of slow development are : lack of Surplus capital with tho 
peasants, lack of education, initial difficulties of a conservative people, govern¬ 
ment had to take initiative, lack of training and understanding of business. 

(d) Thus inspite of its defects oo-uporation is tho only hope of the people 
under the present oirounistanoos. 


1. Give the various estimates made from time to time of tho volume 
of the rural debt of India and the . Punjab. What is the nature ol this debt ? 

2. lining oat tho various causes of rural indebtedness in India. What 
remedies would you suggest for this problem ? 

3. What has the Punjab Government done in recent years to help 
the agriculturist debtor ? How far have these measures achieved their 
objects ? 

4. What are the main principles on which the co-operativo inovemont 
is based ? What are tho aims that it seeks to achieve ? 

5. Show how A primary agricultural co-oporativo credit snciely is 
formed ? What are iUs main features ? 

6 . Give a brief history of co-operation in India laying stress on tho 
landmarks in its development. 

7. What are the functions of the following ; (a). Supervising unions, 

(b) Guaranteeing unions, (c) Central Co-operative Banks, (d) Provincial Co-ope¬ 
rative Banks, (e) Agricultural Credit Development of the Reserve Bank ofindia. 

8 . What are land mortgage banks ? What special functions do they 
perform ae»d how 7 

9. What are non-credit agricultural sooiottes 7 Review biiefiy the mind 
of work they are doing in tho Punjab. 

10. Write a note on the achievements of co-operation in India ? 

11. Why has the progre-ss of co-operation been slow in this country, 
suggest some remodies. 
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1 Introduction. Ever since times immemorial India has 
been famous for its industrial products. In this connection 
the authois of the Report of the Indian Industrial Commission 
of 1918 aptly observe : “At a time when the Western Europe, 
the birth place of the modern industrial system, was inhabited 
by uncivilized tribes, Ind’a was famous for the wealth of her 
rulers and for the high artistic skill of her craftsmen. And 
even at a much later period, where the merchant adventurers 
from the west made their first appearance in India, the indus¬ 
trial development of this country, was at any rate, not inferior 
to that of the more advanced European nations.” 


A country having such a brilliant past in the domain of 
industrial development is now regarded as one of the most 
backward countries of the world. In this chapter we intend to 
survey the industrial conditions prevailing in India at the 
present time. We shall also examine the position of the Punjab 
in this respect. The discussion is divided into two main 
categories; namely, large scale industries and cottage industries. 
We start with the discussion of large scale industries existing 
in our country. 

2 . Large Scale Industries of India. The development of 

large-scale industries along modern lines has been of recent 
origin in India. Most of the Industrial establishments of this 
type have come into existence during the latter half of the 19th 
century. Though India has had a rather late start in this field 
and she is far behind the industrially advanced countries of the 
world, yet in respect of her total industrial production and the 
number of persons employed in such industries, she ranks 
among half a dozen leading countries of the world. An idea 
of her varied industrial activities and the extent thereof can be. 
formed from the following table:— 


Large Industrial Establishments in India (1937) 


Kind of Establishment. Number. 

I. Textiles— 832 

Cotton Mills 423 

Jute Mills 135 

Silk Mills / 69 

Woollen Mills I 8 


Persons employed. 
916.575 
669,025 
308,715 
6,917 
8,075 
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Kind of Establishment. 

Nnmber, 

Persons employed 

II. 

Engineering—" 

928 

217,443 


Dockyards 

8 

4.328 


Electrical Engineering 

57 

8,653 


General Engineering 

326 

44,407 


Railway Workshops 

165 

108.924 


Shipbuilding and Engineering 13 

14,755 

III. 

Minertils and Metals — 

154 

57.433 


Foundries 

78 

4,627 


Iron and Steel Mills 

13 

42.158 


Petroleum Refineries 

4 

2,478 

IV. 

Eood, Drink and Yuhacco — 

2,774 

240.617 


Oil Mills 

265 

16.949 


Flour Mills 

74 

6.071 


Rice Mills 

1.009 

43,882 


Sugar Factories 

175 

79.078 


Tea Factories 

991 

67,101 


Tobacco Factories 

30 

10.984 

V. 

Chemicals, Dyes etc .— 

632 

65,484 


Dyeing and Bleaching 

76 

9,391 


Chemicals 

28 

4.687 


Matches 

Il8 

16.363 

VI. 

Paper and Printing — 

489 

51.174 


Paper Mills 

12 

8,095 


Printing, Book binding etc. 

452 

40.926 


Paper Pulp 

1 

719 

VII. 

Processes relating to If’ood, 

Stone 



and Glass — 

484 

85,807 


Tiles and Brick Factories 

142 

16.200 


Saw Mills 

60 

•.844 


Glass Factories 

63 

7.997 

VIII. 

Processes connected icith Skins 



and Hides— 

73 

14.067 


Leather and Shoes 

12 

6,510 


Tanneries 

39 

6,129 

IX. 

Gins and /^resses—" 

2.804 

207,545 


Cotton Ginning and Baling 

2,526 

181.898 


Jute Presses 

101 

36.808 

X. 

Miscellaneous — 

252 

64,332 


Grand Total 

9.422 

1.940,477 


The above table indicates the varied industrial activities 
allowed in our country. While the totals of the principal 
classes are given in full, in detailed description only main sub¬ 
classes are included. Out of the total 9,422 factories, the 
number of seasonal factories was 4,085 employing 368,905 
persons and perennial factories were 5.337 employing 1,571,572 
persons. 

We may now study the growth and development of some of 
the important large-scale industries operating in India. 
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3. The Cotton Mill Industry. The first cotton mill in 

India was established 
at Calcutta in i8r8. 

But the real begin- 
ing of the industry 
in the country can be 
said to have been 
made in 1854 wh(n 
the first cotton mill 
was established at 
Bombay, which was 
destined to be the 
future home of this 
industry. During the 
early years the in¬ 
dustry was concen¬ 
trated in the Bombay 
island due to the 
natural advantages 
in addition to cheap 
credit facilities. e!fi- 
cient and cheap 

means of transport and our increasing trade with China. Since 
the last quarter of the last century of industry has shifted into 
the interior of the country, and important centres like Ahmeda- 
bad, Shoiapur and Nagpur have come into existence due 
mainly to the development of transport facilities, nearness of 
raw materials, plenty of labour supplies and nearness of 
marketing centres. This industry can be said to be genuinely 
national, because from its very beginning it has been financed, 
managed and owned by the Indian people. 

At the present time leading areas are Bombay, Bengal, 
Madras and U. P., but Bombay tops the list. Indian manu¬ 
facturers take the form of yarn or cloth and the Indian mills 
are able to supply more than 80 per cent of the country's 
requirements for machine-made cloth. The total number of 
mills ill 1943 was 401. 

In addition there are about 2^ million handlooms spread 
throughout the whole of the country, supporting about ten 
millon people. 

The industry received a great stimulus in the early years 
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of the present century due to the Swadeshi movement and later 
due to the Great War of 1914-18. This momentum was kept 
up after the War, with the result that it has witnessed a 
continuous growth except a temporary lull in 1923. The 
present w'ar has also given a great stimulus to this industry. 
It has now to meet not only the civil demands but also the 
demarids of the defence forces of the Empire and its Allies. The 
following table indicates the growth of this industry: — 



The Growth of Cotton TextiL 

e Industry 

Year 

Number of 

Number of 

Average number of 


mills. 

spindles. 

hands employed. 

1877 

51 

1,244,206 

Not stated 

1900 

193 

4.945,783 

161,189 

1918 

262 

6,653,871 

282.227 

1930 

848 

9.124,768 

384,022 

1835 

365 

9,68.5,175 

414,884 

1938 

38u 

10 020.275 

437,699 

1939 

389 

10.<»59,870 

441,949 

1940 

388 

10,003,705 

430.165 

1941 

390 

9.961,178 

459,509 

1942 

396 

10,026,425 

480,447 

1943 

401 

10,130,568 

602.650 


As a result of constant increase in the number of textile 
mills, the quantity of cotton consumed by them has also in¬ 
creased. In 1900 the total consumption of cotton amounted 
1*453.352 bales of 392 lbs. each, while in 1941 it increased to 
4.251*922 bales. The production of piecegoods in India in¬ 
creased from 678 million yards in 1904-5 to 4.269 million yards 
in 1938-39, while the corresponding imports of such goods 
decreased from 2,228 million yards to 647 million yards during 
the same period. 

The industry has enjoyed some measure of protection since 
1927 when protective duties on cotton yarn were imposed to 
the extent of 5 per cent, ad valorem or ^ anna per pound, 
whichever was higher, by the Indian Tariff Act. But the 
measure of protection provided by the Act was too inadequate. 
Therefore the domestic market continued to be flooded with 
ever-increasing amount of Japanese piecegoods. On recom¬ 
mendation of Mr. G.S. Hardy, who was appointed to investigate 
^e extent of external competition, the Cotton Textile Industry 
Protection Act was passed in April, 1930. According to this 

n duty of i 5 per cent was imposed in the case 

ot British cotton piecegoods and 20 per cent in the case of 
foreign goods, with an alternative minimum speciac duty in 
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cither case of 3^ annas per pound on plain grey goods. In the 
following year these nd vnlorem rates were raised by 5 per cent 
in March and a surcharge of 25 per cent, of the enhanced duties 
was imposed in October, thus bringing the rate of duties to 
25 per cent on British goods and 31^4 cent on foreign 

goods, with a minimum specific duty of 4| annas per pound 
on plain grey goods. But a substantial measure of protection 
was provided to the industry by the passage of Indian Tariff 
(Textile Protection) Amendment Act of 1934, according to 
which the basic protective duty on foreign goods was enhanced 
to 50 per cent ad volorem, with a minimum of 5^/4 annas per 
pound on plain greys. Since then protective duties have been 
regulated on the basis of individual trade agreements entered 
into between the Government of India on the one liond and 
Japan and Great Britain on the other, as a result of which 
textile goods coming from Britain have been granted consider¬ 
able preference as compared to similar goods imported from 
Japan. 

For more than a decade before the outbreak of the present 
war the Indian cotton mill industry was passing through a 
period of great depression. The war changed the whole out¬ 
look. The rise in prices during the first few months of the 

war, however, was due to speculation and was followed 03’’a 

set back But from the second year of the war the prices 
again began to rise and continued in the upward direction. 
This rise was caused by increased home demand due to 
disappearance of Japanese imports and reduction of British 
imports. To this was added the great increase of demand on 
Government account for purposes of war. Upto June 1942 
orders to the value of Rs. 120 crores bad been executed. 

There are however some adverse factors also brought in 
by the war. Taxation has increased ; there have been labour 
troubles ; wages have had to be enhanced and dearness 

allowance given to the workers. This has meant 
cost of production. Moreover there have been difficulties 
regarding the import of machinery and mill stores. Add to 
these the recent price control order (i6th June ^ 943 ) 
requires dishoarding of stocks within a given period, ihe 
purpose is to bring prices of cloth down from the high level to 
which thev had been push<‘d up. The prices have come down 
and consequently the profits of the millowners have been 

affected adversely. 
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On the whole however the war has greatly stimulated the 
industry. 

4 . The Jute Industry. India possesses a monopoly in the 
production of Jute and therefore Jute industry is one of the 
foremost industries of the country. It owes its existence and 
development to European capital and management, and is even 
now dominated by Scotsmen from Dundee, though more than 
50 per cent shares of jute companies are held by Indians. The 
industry in its modern form is of recent origin, the first jute 
spinning mill being established at Rishira near Serampore 
in Bengal in 1855, and it is mostly localized near Calcutta. 
The localization of jute industry here is due mainly to the 
nearness to raw materials, abundant supply of labour and 
moist climate. Ever since its beginning the industry has made 
continuous progress, with the result that it has been turning 
out ever-increasing amount of goods. The original daily out¬ 
turn was only 8 tons ; in 1909 it had grown to 2,500 tons and 
now it is 5,500 tons. 

The following table throws sufficient light on the ever- 
expanding character of the industry :— 

Progress of Jute Industry 



Number 

Aathorised 

Number 

in Thousands 

Average 

of mills 

capital ill 

-- 




at words. 

lakhs of 

Persons Looms, fipiuiiells- 



rupees. 

employed. 



1879-80 to 1883-84 

21 

270,7 

38,8 

65 

88 

1899-1900 to 1913-14 

86 

680 

113.2 

16,2 

384,6 

1909-10 to 1913-14 

60 

1.209 

208,4 

33,5 

691.8 

1941-15 to 1918-19 

73 

1,403,6 

259,8 

39.7 

821,2 

1925-26 

90 

2.143.7 

331,3 

oas 

1,063,7 

1928.29 

95 

2,336,7 

334.9 

52 

1,108,1 

1930-31 

100 

2,360,6 

307,6 

61.8 

1.224.4 

1933-34 

99 

2.370.6 

275.1 

69,5 

1,194.4 

1937-38 

105 

2,488,5 

308,7 

52.4 

1,108,1 

1938-39 

107 

2,631,6 

9 « 4 

57,9 

1,360.5 

1939-40 

110 

• % 9 

« 9 ♦ 

61,5 

1,369,8 


Jute trade of India, both raw and manufactured goods, 
accounts for 20 to 25 per cent of our total export trade. The 
foreign buyers areU.IC., Germany, France, Italy, Egypt, South 
Africa, Australia, Japan, Canada and U.S-A. The use of 
substitutes for jute in some of the foreign markets has created 
fresh problem for this industry which has been met by voluntary 

restriction of production as also by finding alternative uses for 
jute. 
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For many years jute was manufactured only at Dundee in 
Scotland ; but Calcutta has now become a serious rival. Nearly 
two-thirds of the jute grown is consumed by Bengal mills at 
present as compared to less than half before 1914 and Bengal 
mills are now responsible for more than twice as many jute 
marrufacturers as the rest of the world put together. The bulk 
of jute goods manutacUired consists of gunny bags, Hessian 
cloth and cordage. In recent years the exports of raw jute 
have decreased from 821.000 tons in 1936-37 to 237,000 tons in 
1940-42 while exports of sacking bags and cloth and hessian 
bags and cloth have increased from 510.0^0 tons to 911,000 tons 
and 488,000 tons to 91I.000 tons respectively during the same 
time. The industry has r-eceived a great stimulus from the 
present war, as a result of which jute mills have received huge 
orders. 

The war stimulated production has lifted the depression but 
only temporarily. Early in 19 jo the prices fell and stocks 
increase 1 . Improveinent. however, set in towards September 
1940 after msisnres had been taken to curtail production 
drastically. The industry, however, cannot be said to be in a 
healthy condition. Only restriction on output has helped it. 
Loss of continental markets and shipping dilficulties have stood 
ill the way of its deriving full benetit from the war. 

5 . Iron and Steel Industry. India’s favourable position 
with regard to raw materials has provided the basis for the 
establishment of this industry on a sound footing. Next to 
United Kingdom India is the largest iron and steel producing 
country in the British Empire. 

Iron-ore deposits are found mostly iu Bihar and Orissa, 
Central Provinces, Mysore and Madras. 

This is a basic or key industry of the country and its import¬ 
ance to the natioinal economy is very great. At present it is 
one of the biggest industries of India. The manufacture of 
iron and steel alone modern lines is of very recent origin in 
India, though early efforts were made during the last quarter 
of the last century. An important stage in the development 
of this industry was ushered in by the establishment of the 
Tata Company in 1907, which commenced the production of 
pig-iron in 1911 and steel in 1913. Jamshedpur, the seat of 
this company, is situated in the heart of iron-ore mines an4i 
at a distance of only 145 miles from the Jherria coal fields. 
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At very inception, the Government of India guaranteed 
an annual purchase of 20.000 tons of steel rails for ten years. 
The last Great War followed soon after stimulating the growth 
of the industry by rapid strides and several new companies, 
such as the United Steel Company of Asia, the Eastern Iron 
Company, the Mvsore Steel Iron Works etc., were organized in 
early twenties to share the benefit. 

The industry has experienced a perfod of ever-increasing 
expansion and growth ever since its establishment due to the 
fact that our iron-ore is very rich. With the application of 
efficient and up-to-date machinery the production of iron and 
steel has been secured at very reasonable costs. The following 
table shows the gro v th in the production of pig-iron by Indian 
factories:— 


PRODUCTION 

OF 

PIG-IRON 

V*.*ar 


Tons 

1900 

« * « 

35.000 

1914 

% « * 

162.282 

1919 


232,263 

1929 

« • • 

1,376,000 

1938 


1,576,000 

1939 

* • V 

1 , 838,000 


The production of steel ingots semi and finished steel has 
also increased from 880.000 tons to 1.070.000 tons, 71 to 875: 
tons and 606 to 804 tons, respectively, from 1935 - 3 ^ 101939- 
40. But despite the ever-increasing volume of productioU of 
these goods we have to depend on foreign imports. The total 
amount of imports of iron and steel goods was 369,000 tons hi 
1937-38. but it has now decreased due to war and the conse¬ 
quent difficulties of shipping. It is indeed a pity that we have 
' not yet started the manufs^ture of machinery, rolling stocks, 
etc., and still depend npon the imported supplies of these goods. 
This dependence is keenly felt during war time. The effect of 
war conditions was quite apparent in the very first year I939" 
40. when the total imports of such goods had fallen to 261,000 
tons. 

The iron and steel industry was the first to receive the 
advantage of the policy of discriminating protection adopted 
in 1923. In 1924 the Steel Protection Act was passed, pro¬ 
viding for increased duties on certain articles manufactured 
from steel and bounties of about Rs. 242 lakhs to be granted 
to heavy steel rails, fish-plates and railway wagons manu- 
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factured in India during 1924-1927. In 1927 the system of 
granting bounties was abolished and since then the industry 
has received protection in the form of higher import duties, 
with preferential treatment to British goods. It has made 
very rapid progress so much so that ‘to-day India has 
practically reached self-sufl&ciency in the more widely used 
forms of steel”. 

This industry is very important to the national economy 
of our country. It accounts for a capital investment of about 
Rs. 25 crores and provides employment to 150,000 persons 
directly or indirectly. It brings to the National Exchequer an 
annual revenue of about Rs. 6 to 7 crores. 

With the present war an era of unprecedented prosperity 
has begun. Production, prices and profits have considerably in¬ 
creased. Heavy demands from the Defence Department and 
Railways, expansion of Government Ordinance Factories, cut¬ 
ting off of European sources of supply have all been favour¬ 
able factors. 

Among the new manufactures stimulated by the war may 
be mentioned armour piercing steel, armour plate, wheels, 

tyres and axles. 

6. The Sugar Industry. Not very long ago sugar industry 
in India did not exist and all the sugar required had to be im¬ 
ported from countries like Java, Mauritius, etc. A serious 
beginning in the establishment of this industry was not made 
till 1932. But since then the development has been fairly 
rapid and in i 94 *^" 4 ^ had 14^ factories. 

The industry is confined largely to U.P. and Bihar. There 
are three ways in which sugar is manufactured in Indi^ Firstly, 
there are the factories making sugar from cane. S^ondly, 
there are the refineries which make sugar out of gur. Thirdly, 
there is the indigenous method of making sugar m pans It is 
only the first method which is efficient and scientific. Almost 
the whole of sugar required for home consumption is now 
produced within the country. Production is likely to go up 
further with the cultivation of better varieties of cane. Ihis 
industry has developed with rapi 4 strides due mainly to the 
grant of protection. In 1930-31 the question of protection was 
referred to the Indian Tariff Board and pending their in¬ 
vestigations the revenue duty was increased to Rs. 7-4-0 per 



DIVISION OF AGRICUDTURAD PRODUCE 


133 


cwt. in March 1931. and another 25 per cent surcharge was 
imposed in September of the same year, thus bringing the total 
import duty to Rs. 9-1-0 per cwt. In 1932 this protection was 
legalized and since then the industry has made phenomenal 
progress. We are now the largest sugar producing country of 
the world and are practically self-sufficient with respect to our 
needs for refined sugar. The capital invested in the industry is 
estimated between Rs. 30 and Rs. 32 crores. The following 
table shows the rapid progress of the industry : 

Growth of Sugar Industry. 


Year 

No. of 
Factories 

Production of 
Sugar (Tons) 

Imports of 

Sugar (Tons) 

1929-30 

27 

310,918 

(5 yrs. or till 1930-31) 

19.00-31 

29 

350.650 

1 ,000,000 

1931-32 

82 

478.119 

550,000 

1932-33 

57 

645.283 


1933-34 

112 

715,059 

260,000 

1934-35 

130 

757,218 

221,000 

1935-36 

137 

1.107,167 

86,962 

1936-37 

137 

1,230,900 

11,960 

1937-38 

136 

1,072.200 

9,410 

1938-89 

139 

765,000 

254,400 

1939-40 

145 

1,373,400 

36,000 

1940-41 

148 

1,345.606 

30,000 

1941-42 

150 

916,900 


1942-48 

150 

1,310,000 


1943-44 

150 

1,260,000 


1944-45 

152 

1 ,100,000 



Immediately after the grant of protection the development 
of the industry was so rapid that the Government had to 
impose an excise duty of Rs. 1-5-0 per cwt. in 1934 and this 
had to be increased to Rs. 2-0-0 per cwt. in 1937 in order to 
check the too hasty growth of industry. Since ist March, 
1942, the import duty has been increased to Rs. II-II-2/5 as. 
per cwt. with a corresponding increase in excise duty from 
Rs. 2 to Rs. 3 per cwt. 

In 1937 unrestricted internal competition depressed sugar 
prices to a very low level. A Sugar Syndicate was formed to 
regulate sales and production. A Joint Control Board re¬ 
presenting the manufacturers, cultivators and consumers was 
set up. In 01940, a Sugar Commission was appointed with 
full powers to control prices and production. Provincial 
Governments also have powers to fix prices of cane to ensure 
a fair return to the grower. The Government of India has 
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set aside Rs. 7 lakhs to promote Coroperative Societies among 
the growers to enable them to realise fair prices for cane. 

The outbreak of the war did not bring relief to the industry. 
Prices were artificially kept up by the Syndicate in spite of 
accumulating stocks. The result was panic when the Govern¬ 
ment withdrew recognition from the Syndicate in June 1940. 
The industry had to submit to a larger control by Government, 
production was restricted and confidence was restored. The 
industry has been passing through difficulties in spite of the 

war. 


I^inprovemeut in the quality of sugarcane and proper use 
of by-products like molasses and sugarcane skin and efficient 
methods of crushing sugarcane are essential before the indus¬ 
try can be expected to compete with foreign sugar after the 
war and dispense with protection. 

7, The Match Industry. This is another industry, which 
has developed with rapid strides under protection. It was 
practicallv non-existent before 1921. as there was only one 
match factory, the Islam Match Factory, m operation. But 
with the imposition of an import duty of Rs. i-S -0 per gross 
mainly for revenue purposes in 1922, the number of match 
manufacturing factories increased to 27 by 1927 and the 
imports of matches declined from 13,68 million gross in 1921-22 
to million gross in 1928-29. In 1928 the aforesaid revenue 

duty was converted into a protective duty and the industry 
was thus assured of protection. ^ 

We are now practically self-sufficient with respect to 
matches, the total annual imports of which amount to only 
about a million gross while the annual consumption is 17 
million gross. The only unpleasant feature of the industry is 
the establishment of Swedish Match factories, threatening 
competition with domestic factories. Strong measures are 
needed to protect the domestic industry from such a ruinous 


The Paper industry. The manufacture of paper by 
hand has been carried on in India since very early times but 
the machine-made paper dates back to 1870 w^en the B^Uy 
Mills were established on the Hoogly. This vicinity is still the 
iuain paper manufacturing centre of the country The Titaghar 
P^ner Mil!- were established in 1882 and thereafter no new mill 
was established for forty years till 1022 . when the Indian 1 aper 
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Pulp Company was organized and commenced manufacture of 
paper from bamboo pulp in the Naihati Mill. Other mills were 
established in the up-country, some of which date back to the 
eighties of the last century. There are at present 13 paper 
mills operating 23 machines with a total production of nearly 
90 , 000 tons. Another machine mill has been recently complet¬ 
ed at Hyderabad Deccan. Most of the paper mills are found in 
Bombay aud Bengal, while some are located in U. P., Madras 
and Travancore. 

The Indian paper mills mostly produce cheap varieties of 
paper and considerable quantity of paper has been imported. 
Practically the whole of the newspaper requirements, estimated 
at 45,000 tons annually are imported. 

The present war has affected the industry in many ways. 
Extension of the war to Baltic States cut off the foreign supplies 
of wood pulp. Imports have practically ceased. Increase in 
governmental activity and other war requirements have 
increased the demand. Mills have been working to their 
maxiinuiii capacity. There lias been a great rise in prices and 
large i>rofits have been made. But there has been a serious 
shortage of paper for the general public. A conference was 
held in December 1041 in which maximum prices for paper 
were fixed. In March 1943 an announcement was made that 
nearly one-third of the production of paper would be reserved 
for private consumption, and that production would be in¬ 
creased by 15 °/o. 

The industry has injoyed a certain measure ef protection 
since 1925 , though the industrial interests are not quite 
satisfied with it. It can be developed into a flourishing industry 
if scientific research is conducted in utilising bamboo pulp for 
manufacturing high grade paper. 

% 9 Tanning and Leather Industry. This is a basic industry. 

India possesses the largest number of cattle in the world and 
therefore the supply of cow-hides, (known as “the East India 
kips” in European markets) goatskins, buffalo-hides and 
sheep-skins is immense. The indigenous methods of tanning 
have existed in the country for considerable time, but modern 
tanning is of recent origin. It was introduced mostly for mili¬ 
tary purposes and the establishment of the Government 
Harness and Sadlery Factory at Cawnpore in i860 was a great 
step forward in this direction. Tliis was followed by a number 
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of other factories e,^. the Array Boot and Equipment Factory 

set up by Messrs. Allen and Cooper, the Western India Army 
and Equipment Factory at Sion in Bombay and a few other 
factories at various centres. 

The last war gave a great stimulus to this industry under 
the expert guidance of the Indian Munitions Board and large 
quantities of military equipment, including the soldiers' boots 
were produced. * 

The present war has greatly stimulated the industry. Plants 
have been modernized and extended. There are several 
tanneries using the latest processes and most modern machi¬ 
nery. Great developments have taken place in chrome 
tanning for shoe upper leather. Box and Willow Sides and 
Box and Willow Calf from calf skin. The manufacture of new 
lines like leather belting, roller skins etc., have also been taken 
up. The tanneries have their hands full with government 
orders. The industry has a hopeful future before it. 

There is a vast market for shoes in India, that industrial 
development will increase the demand for leather goods for 
industrial purposes and we have almost unlimited supplies of 
raw materials. The industry is therefore full of promise 
provided the required improvement in organization and expert 
skill is secured and its claims for protection are sympathetically 
considered. 

10. Glass Manufacture. The manufacturing of glasswares 
is very ancient in India. Pliny, a Roman writer, spoke of the 
superior quality of Indian glasswares, made from crystals. 
There is enough evidence to show that glass manufacturing 
was an established industry in the 16 th century. 

At present the industry has assumed two forms ; (i) indi¬ 
genous cottage and (ii) the modern factory industry. The 
former being chiefly localised at Firozabad in U.P., manufacturing 
cheap bangles. The factory industry is yet in its infancy and 
manufactures mainly lampwares and to a certain extent bottles 
and carboys. The last Great War provided an opportunity for 
expansion of the industry and several factories successfully 
manufactured glass tubes, flasks, beakers, test-tubes, etc. 

We import considerable amount of glasswares ; the total 
value of such itnports amounted to Rs. 252 lakhs in ig29-30, 
but due to the rapid growth of the industry the volume of 
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imports have been declining. In 1931-32 our imports amounted 
to Rs. 122 lakhs, in 1937 - 3 ^^ they increased to Rs. 152 lakhs 
and in 1938-39 amounted to Rs. 125 lakhs only. 

There were 59 glass factories in existence in 1932 and they 
were distributed at various centres, e. g., Bombay, Jubbulpore 
Allahabad, Naini, Bihjoi, Amritsar, Lahore and Calcutta. In 
1938 a great step forward was taken by the U. P. Government 
in establishing a Glass Technology Section at Benares. It 
proved its worth immediately after the outbreak ol the present 
war. Due to favourable circumstances at this juncture, the 
glass industry in the United Provinces has availed of the oppor¬ 
tunity and supplies the major portion of glass consumed in the 

country. Several new products, like boiler guages, steamware, 

and hospital ware, technical articles required by the Defence 
Department, etc., have been evolved in the laboratory of the 
Section and placed at the disposal of the industry for regular 
production. 

It is unfortunate however that the protection recommended 
by the Tariff Board in 1932 was not granted by the Govern¬ 
ment, which have contented themselves merely by providing 
nominal assistance to the industry in the firm of a rebate of 
custom duty on imported Soda-ash. Effective protection and 
adequate supply of raw materials is essential if the industry 
has to develop along sound lines. 

11. Chemical Industry. Heavy chemical industry is a key 
industry because its propucts are used in the manufactuie of 
various other goods. The development of this industry is 

very essential on grounds of national self-sufficiency especially 
during the war. ^ ^ 

The last war stimulated the development of this industry 
to a considerable extent. ^ 

The present war has also given a great push. The Govern¬ 
ment has specially interested itself in its development on 
account of its importance for war purposes. A survey of all 
the possibilities has been undertaken. The Scientific and 
Industrial Bureau has been devoting much attention to the 
problems of this industry. A Government plant has been 
erected. Manufacture of Soda Ash, aviation spirit and of a 
large number of drugs and several other chemicals previously 
obtained from abroad, has been started. Still the production 
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of chextiicals in India is insignificant compared with countries 
like United States and Germany, 

India possesses sufficient supply of raw materials for the 
development of chemical industry. She possesses considerable 
amount of mineral wealth in t'he form of sulphide ores, salt¬ 
petre, alum salts, limestone, magnesium, etc. What is needed 
is the effective harnessing of these resources, and it is encourag¬ 
ing to note that efforts are being made to this effect. The 
recent floatation of two companies by the Imperial Chemical 

Industries and Messrs. Tata & Sods may be mentioned in this 
connection. 

We have, however, not yet become self-sufficient in the pro¬ 
duction of chemical goods. Large amounts of imports have to 
be secured, the total value of which has been increasing during 
recent years. In 1938-.59. we imported Rs. 3-05 crores worth of 
chemicals, while in 1939-40 this figure stood at Rs. 4-52 crores 
and in 1940 41 it rose to Rs. 5*50 crores. 

Nominal protection was granted to this industry in 1931, 
but it was short-lived for it ceased to exist in 1938 except in the 
case of magnesium. In 1939 it was again renewed, but at a 
lower rate—twelve annas per cwt. instead of fifteen annas— 
and it is expected to continue till 31st March, 1946. 

12. The Cement Industry. The cement industry occupied 
an insignificant position prior to the last war. though India 
imported about 180,000 tons annually. The demand for cement 
during and after the war increased very rapidly, and it now 
amounts to over 1,000,000 tons a year. The demand for cement 
is becoming keener and popular as it is replacing iron in several 
uses, e. g,, construction of roof girders, poles for electric instal¬ 
lation, the construction of bridge, etc. 

The manufacture of cement began in Madras in 1904, and 
wnmediately before the last war several companies were added 
to the list of cement manufacturers, c.j/., the Indian Cement 
Company (Kathiawar), Kanli Cement and Industrial Company 
(C.P.), and the Bundi Portland Cement Company (Rajputana). 
These firms earned good profits during the last war, as a result 
of which several new companies came into the field. Production 
of cement increased from an insignificant figure of 954 tons in 
1914 to 236,746 tons in 1924 and to about a million tons in 
1937-38. At present India is practically self-sufficient in this 
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respect, the imports being confined to specialized quality and 
even these are constantly decreasing as is shown by the fact 
that the value of imported cement decreased from Rs. 10 lakhs 
in i 93 i:i -39 to Rs. 7 lakhs in 1939-40 and to Rs. 5 lakhs in 

I94-r4I. 

The cement manufactured in India is of a very fine quality 
and can hold its own against the foreign product. The only 
disadvantage from which the industry suffers is the location of 
factories away from the sources of power and from ports where 
the demand for cement is the largest. This explains the use 
of imported cement at ports. If reasonable concession in 
freight charges is allowed to the Indian-made cement, this 
difficulty can be solved to the advantage of the industry. 

The claim of the industry for protection was sympatheti¬ 
cally considered by the Tariff Board in 1924, and a certain 
amount of protection was recommended but the Governiuent 
. refused to accept the proposal on the ground that the price 
of cement in India was regulated by internal competition. 

The present war has seriously curtailed the demand of 
cement from the civil population. Building activity has 
practically come to a standstill due to higher prices and 
scarcity of steel, higher wages and higher cost of other materials. 
But the expansion of industries and Government requirements 
for war especially for A.R.P. work has created a new demand. 
Demand has also appeared from the overseas markets, On the 
whole the iudustr3" has made good progress during the war 
period. 

13. Silk Industry. India produces a considerable quan¬ 
tity of raw silk. Therefore the silk industry was in a flourish¬ 
ing state until the competition from countries such as Italy, 
Japan and China in silk, yarn and silk piecegoods created 
difticnlties. Artificial silk has also come to be a serious rival in 
recent years. 

Manufacture of silk is carried on largely by handloom 
weaving on a small scale. Most of the raw silk produced is 
used up within the country. 

Raw silk is produced in' Mysore, Coimbatore, Kashmir 
State and some districts of Bengal. In Kashmir silk industry 
has done extremely well because of the suitability of the 
climate for the growth of the niulbnry trees. In Kashmir 
this industry is controlled largely by the Slate. 
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Although some districts of the Punjab, U.P., Bengal, 
Bombay, and Kashmir State have begun to produce silk in 
fairly large quantities, yet the largest share, more than two- 
fifths of the total output of India, comes from Mysore. 

14. Large-scale Industries of the Punjab. We may now 

give a brief description of the principal large-scale industries 
existing in the Punjab. 

Textile Industry. *‘Of the principal manufacturing indus¬ 
tries now existing in the Pudjab of the cotton industry is the 
largest.*** It employs the largest number of workers and pro¬ 
duces goods of maximum value. Cotton textile mills are es¬ 
tablished at Ludhiana. Lahore, Amritsar, Montgomery, Okara 
and Lyallpur. Their total production amounts to about 30 
million yards annually. 

The Punjab is the largest producer of cotton but her in¬ 
dustry consumes only i2^ per cent of the total production. 
There is therefore considerable scope for the expansion of this 
industry. 

Cotton Ginning and Pressing. Factories for cotton ginning 
and pressing are established in the cotton-growing tracts of 
the province and therefore they are found at Amritsar, Lahore, 
Lyallpur. Okara. Montgomery, Sangla, Sargodha. Khanewal, 
Moga and Ludhiana. The number of such mills will automati¬ 
cally increase with the expansion of cotton growing. 

Woollen Textiles. The Punjab produces the largest quan¬ 
tity of raw wool and exports about 11 million pounTis to other 
provinces and foreign countries. The quality is rather inferior 
and, therefore, better quality wool has to be imported. There 
is a considerable scope for improving the quality and for the 
expansion of the industry especially now that foreign supplies 
of woollen goods have been altogether stopped, during the war. 
We are the largest consumers of woollen goods and thus the 
market is already there. It is, therefore, time that the 
Dhariwal Woollen Mills should have more rivals in the field. A 
suggestion has already been made for establishing a Govern¬ 
ment factory at Fazilka or Amritsar, both of which are wool 
centres of the Province. 

Hosiery, This industry is of recent origin and is making a 
satisfactory progress. It has a bright future and large scope 

*K. T. Shah, Iudustt ialization of the Puitjab, p. 104. 
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for development because of the abundance of raw materials 
and market for the consumption of its products. At present 
it is exclusively confined to Ludhiana, though factories at 
other places, e. g., Amritsar, Lahore, etc., are being estab¬ 
lished. 

Sugar Industry. Several sugar manufacturing factories of 
the modem type have been set up witliin the province at 
various places e.g., AbduIlapur in Ambala District, Phagwara 
in Kapurthala State, Sonepat, Amritsar, Gujranwala, etc. But 
for the Central Government’s policy, the industry would have 
made considerable progress during these years, because raw 
materials can be easily produced in the Province. 

Resin and Turpentine. The manufacture of these articles 
is carried on mainly at Jallo. where a Government factory has 

been established for this purpose. This industry could also be 
expanded. 

Cement Industry. With the economic development of the 
Province this industry is likely to make rapid progress. At 
present it is at Wah (Attock district) that the biggest factory is 

found. Another factory has been recently established at 
Dandot (Jhelum district). 

15. Cottage Industries—their importance. India is a pre¬ 
dominantly agricultural country, with 7,00.000 villages scat¬ 
tered all over the country pointing to the rural character of 
her civilization. Due to the vast plains, varied climate and 
favourable geographical situation agriculture is bound to remain 
one of her most important industries for all times to come. 
Agriculture is a seasonal industry and leaves the cultivators 
without employment for a considerable portion of the year, 
rh^efore, the necessity of providiijg supplementary occupation 
to cultivators is imperative. In any scheme of industrial deve¬ 
lopment of the country, the development of cottage industries, 
that IS. industries operated on small scale with small amount 
of capital in the rural parts of the country, must receive the 

most careful consideration at the hands of the State as well as 
the public. 

are necessary adjuncts to large scale 
industries and even in highly industrialized countries like Ger- 

France they occupy an important place, 
ihis IS because articles of luxuries demanding individual 
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attention and artistic skill can be produced better On small 
scale. Moreover, the ever-increasing use of electricitv for the 
operation of small scale industries is proving beneficial for 
cottage industrialists, l^urthermore, new industries in their 
experimental stage must operate on a small scale basis. It is, 
therefore, evident that the development of cottage industries 
in a country like India is highly desirable. 


Nor is the presence of cottage industries harmful to a 
country ; on the contrary, it is a source of several advantages. 
They provide side-occupations to farmers and thus serve as a 
supplementary source of income. Most of the otherwise 
perishable kibour is thus usefully employed in the operation of 
such industries ; even children and women can be made to assist 
the operators. Profitable investment of capital is made possible. 
Lastly, cottage industries are free from the evils of the factory 
system, 6.(7-, the loss of freedom of the worker, congestion of 
population in industrial centres, insanitary conditions in fac¬ 
tories. etc. 

The importance of cottage industries in the rural economy 
of India is beyond dispute. At present 90 per cent of the 
industrial workers in the country are employed in cottage 
industries. With the development of large scale industries 
this proportion is likely to decline bat it can never disappear 
al together. 

The part that the cottage industries are capable of playing 
in a war like the present one has now come to be realized lately. 
Official inquiries are being made in all the provinces and States 
to see what contributions these industries can make to the war 
effort. List of articles suitable for manufacture in cottage 
industries have been prepared. Twenty-five per cent of the 
war requirements have been assigned to them and order 
amounting to Rs. 10 crores were placed with them during the 
year 1942-43. 


Some of the important cottage industries existing in India 
may be briefly mentioned. The handloom industry occupies 
the most predominant position among such industries. It 
provides einploymeat for more than 2^ millij>n workers and is 
scattered all over the country. The woollen handloom industry 
employs about 40,000 workers and is mostly confined to 
Kashmir and the Punjab. SericultiJVe and silk-manufacturing 
industry has mostly developed in Bengal, Kashmir and Mysore 
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Where favourable conditions for the development of this 
industry e^st. It has secured the benefit of state aid and 

, There is a large demand for silk manufactures as is 
indicated by the ever-increasing amounts of imports and the 
industry has, therefore, a bright future. Small scale enterprises 
connected vvith oil-milling. tannii-g glass-manufacture and 
match-manufacture are carried on side by sidh with large-scale 
industries Among other cottage industries operating in various 
parts of the country include embroidery work, furniture, metal 
and cutlery, pottery, gold and silver thread industries, soap- 
inaking, cap-making, bead manufacture, etc. 

Methods of aid to Cottage Industries. Due to tlie 

importance of cottage industries in the national economy it 

toafter them carefully and devise methods 
to stimulate their development. The following suggestions 
could be offered m this connection. ti,c!>iions 

riirnf nr bandicmftsmcii residing in 

bTaf education with industrial 

“duration would dispel their ignorance, make them 

emfts “I ° scientific technique of 

crafts. This task could be handled by rural primary schools. 

exhibit: Education. From primary schools students 

for^hilhe® special interest in industrial crafts should be selected 
for higher traimng, which would enable them to set un as 
master craftsmen. Industrial schools, which are already in 
existence, should make provisions for such Irainiim and rle- 

shios”for‘^’*°‘^*‘^“^^® should be granted stipends and 
Ships for securing such training. 

the^Inrli, Facilities. Cheap credit is the crying 

the Indian handicraftsmen. This may be provided 

crattsttien on reasonably low rates of interest Tools nnrl 

Industrial Loanf A P^tsed an 

inaustnal Loans Act with a view to assist the small producer. 

the nto of Raio Materials. Efforts should be made by 

cK a„Tto"o"d^ of Industries in various provinces to provide 
cneap and good quality raw materials to artisans. 

dJtTon°ot^^re ffi ^ f^Pi^'^ents. The invention and intro- 
auction of more efficient tools and implements is another 


scholar- 

need of 
through 
loans to 
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crying need of the Indian handicraftsman. This can also be 
done by the Department of Industries. Demonstrations of 
improved appliances will acquaint the people with their proper 
use, 

(vi) Marketing Provisions. It is essential to make provision 
for marketing of the goods produced in cottage industries. Due 
to unorg^'nised marketing the producer cannot get a fair price 
for his products. The arts and crafts depots of Lahore and 
Lucknow are rendering useful service in this respect. The 
setting up of Swadeshi stores and a wide campaign of advertise¬ 
ment would render a real service. 

(vii) State Aid. The Government should patronize the 
articles produced by our handicraftsmen. In the purchase of 
their stores preference should be given to goods manufactured 
by the cottage industries of the country. 

{viii) New Ideas. The introduction of new ideas can 
encourage the development of cottage industries. Attractive 
patterns m silk-weaving, new things such as insulators for 
telegrapli posts to be introduced in pottery, the manufacture 
by our carpenters of suitable wooden containers for market¬ 
ing vegetable products, dairy goods, etc., can go a long way in 
givhig impetus to the development of our cottage industries, 

17 . Cottage Industiries of the Punjab* A description of 
the economic life of the Punjab will not be complete without 
a reference to its industries. Existing Industries of the Province 
could be classed as— 

(a) Large scale industries. (6) Small scale cottage 
industries. 

Ccttage Industries. Large scale industries, which are just 
making a beginning, have already been dealt with in Sec. 14 
above. Here a brief account of the cottage industries will 
suffice. The cottage industries occupy an important position 
as affording employment to a large portion of the population. 
Every village has its complement of artisans which cater for 
the daily requirements of the people. However, certain areas 
have come to be associated with certain articles. 

The following cottage industries are to be found in different 
parts of the Province :— 

(a) Handloom weaving. (6) Carpet weaving, (c) Hosiery. 
{d) Iron and metal works, (c) Cutlery and surgical instruments. 
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(/) Pottery, (g) Sports. (A) Ivory goods, {i) Tanning, [j) Wood¬ 
work, 

Haiidlooni weaving is an industry of long-standing, which 
at one time was in a flourishing state. But the competition 
with the machine made goods exposed it to a serious danger. 
The industry wonTl liave died out completely if it had not 
adapted itself to the changed conditions by making use of im¬ 
ported yarn. The industry is w’idely distributed over different 
parts of the Province and different areas have come to specialise 
in the production of different articles. For example Rohtak 
specialises in the manufacture of turbans. The district of 
Multan, Montgomery and Jhang are w^ell khown for the bed¬ 
spreads (Khes). Diirriea are associated with the districts of 
Ambala and Lahore. Gujrat. Ludhiana and Hoshiarpur turn out 
dress material made from artificial silk in larger quantities. 

Shawls of fine quality are made out of wool at Amritsar, 

Ludhiana and Gujrat, the wool being imported from Klulu and 
Kashmir. 


Silk material is manufactured at Amritsar, Jullundur and 
Batala. The yarn used is partly of home origin and partly 
imported. Silk manufactures of these areas command a wide 
market all over Ind-a and enjoy a high reputation for quality 
and design, 

Ca-pets. Woollen carpets are manufactured at Multan and 
Amritsar. On account of the establishment of big factories 
at Amritsar the cottage industry has fallen into insignificance. 

Amntsar carpets are exported to foreign countries, particularly 
U.S.A., in large numbers. 

Hosiery. In recent years hosiery has come to occupy an 
inporlant position. This is due to the growing demand for 
Its products hire socks, stockings, pullovers, underwears, etc 

X tie use of cheap and simple machinery imported from Japan 

this Industry. Important centres are 
Ludhiana, Lahore and Amritsar. 

Iron and metal works. Although the Province has to get 

lisVeTitT distant parts, the industry has estab- 

hSoi ’u‘r different centres, Jullundur and Batala have 
ment known for the manufacture of agricultural equip¬ 

ment like sugarcane crushers, fodder chopping machines 

wninci J^ff^^dur and Amritsar are manufacturing 

iron and steel boxes in considerable quantities. ^ 
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Copper and brass wares in the form of household utensils are 
made at Gujranwala. Jagadhri, Amritsar and Jullundur. 

The manufacture of cutlery and surgical instruments has 
also been taken up in recent times. The industry has been 
gaining ground on account of the installation of chromium 
plating plant. Important centres are Sialkot, Wazirabad, 
Bhera and Lahore. 

Pottery, Earthenwares are widely used by the poor people. 
Every village has a potter to supply its requirements. But the 
Districts of Multan and Gujrat have come to specialise in the 
prodtiction of glazed earthenwares of artistic finish. This 
industry is not doing well now because of the cheap glass and 
Chinawares having become available. 

In this connection mention may also be made of the cement 
tiles whicli are being manufactured in important centres like 
Lahore, Amritsar, Rawalpindi, Pathankot, etc., on account of 
the increasing use being made of these for flooring purposes. 

Sports goods. This is an industry which has dug its roots 
deep in Sialkot. The labour having become skilled and special¬ 
ised lijs given the industry a peculiar advantage. Sports goods 
made in the Punjab not only supply the market all over India 
but also in a number of foreign countries. The industry is in a 
flourishing state and has been able to hold its own against 
foreign competition. 

Ivory goods. Multan, Bhera atid Amritsar are the important 
centres of this industry. Articles manufactured are combs, 
beads, buttons, toys, etc. Internal demand for these articles is 
very small. They are bought mostly by the rich people or by 
the foreigners. 

Tanning. A certain amount of tanning in the old and primi¬ 
tive manner has always been done for the manufacture of 
country shoes, saddles, etc. But with the coming in of modern 
methods, it is being its importance. Wazirabad, Sialkot, 
Mianwali and Attock are still doing certain amount of tanning. 

Wood-work. This industry may be split up under two heads. 
Firstly, the manufacture of furniture for which important 
centres are Gujrat and Kartarpur (Jullundur district). They 
produce cheap furniture made from Shishara wood, which is 
sent out to different parts of the Province, 
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Secondly, we have the wooden toys and other small articles 

like jewellery boxes, lamp stands, vases, etc., being made out of 

wood and painted in artistic designs. Well-known centres for 

this are Hoshiarpur, Pakpattan (Montgomery), Sahiwal 
(Shahpur). 

Miscellaneous. Other minor industries are chick making, 
basket-making, rope-making etc., found drastically in all parts 
of the Province. Soap making at Amritsar and Sargodha, chalk- 
pencils and crayons at Gunjranwala, and hand-made paper 
at Sialkot also deserve to be mentioned* 


Summary. 

. activity ill India is very old. Bat indastries of modern types 

of recent origin. Ann ng the large-scale organized industries are included 

the cotton, textile, jate, ll•..ll and steel, match, paper, tanning and leather, glass 
chemical, cement and .nilk indastries. ^ S eamer, giass, 

industrial development of India has been very slow, due mainly to 
the pohoy of free trade pursued till recent times. The last world war brou^t 

industrial development into prominence and the poJicy^of 
8ev«r«T f‘"f adopted in 1923. This Jpolicy has Lnetited 

bt «r cottox^. textile, paper, matches and sugar 

hidustWes competitions of forefgn 

Practicalencouraged the industrial activity of India. 

The rodoction operating at full sewing with niaximuni capacity 

fa^tured elods hv ever-increasing demand for our manu- 

industrial®«nM \ ^ Created a very tense situation in the 

shortaKo ofdoth^r/' n production we are experiencing an acute 

^norihge ol cloth and other consumptive goods. 

“f the Punjab include cotton, textile Binning 
i.iduS'"*' '■“'tiety. sugar, resin, turpentine, and L.nent 

They are “ccupy a very prominent place in the Indian economy. 

^nomtlnt CO '’a*’'.*‘t® f»tare economy of Indil 

ouUm4 " Handloom, woollen handloom,‘seri- 

Dottflrv glass, match; furniture ‘embroidery, metal cutlery 

pottery, gold and silver thread, s^ap-making. cap-making, etc. cutlery, 

may bedxTendld^lo^ft government and public alike. This help 

y oe extended to them in the held of finance, education and marketing. 

industries. development of her cottage 

weaving husiery iriii « *d mdu-ytries are : handloom, weaving, carpet 

®porls, Tvor;'roudrr.:lg",'w^L^rrl’ 't®. pottery. 


system of®‘co“ant‘,^® importance of industrial developmeot to the economic 
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2. What types of industries do we have in India ? On what basis woold 
you classify them ? 

3. What has the attitude of the Government of a country to do with 
the progress of its industries ? (P.U. 1933). 

4 . Will it bo beneficial for India to concentrate on the development 
of her cottage indnstries or on large'Scale manufacturing industnes ? (P.U. 1935) 

5. What are the cottage indnstries ? Why in India are they preferred 
to large-scale indnstries ? (P.U. 1939). 

6. Give a brief outline of the progress made by any of the following 
manufacturing industries in India in the last thirty or forty years—Steel, 
cotton and paper (P.U. 1937). 

7. What side industries would you suggest to the Punjab farmer 
to increase his economic prosperity ? (P.U. 1940). 

8. How far does India possess the normal advantages and equipment 
requires fora great industrial development (P.U. 1942). 

9. Review the progress made by the sugar, cement, and match indns* 
tries of India during the last twenty years. (P. U. 1943). 

10. Disenss the regional distribution and relative importance of the 
Cotton textile, iron and steel and sugar industries of India (P.U. 1945). 

11. What are the large-scale and cottage industries prevailing in the 
Punjab ? How can they be helped ? 

12. Describe the development of jute, silk and chemical industries in 
India since the last war. 



Chapter XI 

FACTORY SYSTEM OF PRODUCTION 

1 Introduction. With the advent of Industrial Revolu¬ 
tion, production has begun to be carried on a large scale basis 
The manufacturing activities of power-driven machinery in th^ 
process of production represents the highest pitch of man’s 
supremacy over nature. Natural forces are so completely har¬ 
nessed by him to serve his own ends that he appears to be a 
perfect master of them. Air, sunshine, water-powers and the 
sources of mechanical energy have all been made to abide bv 
his command and render him valuable services. This has been 
possible due to his inventive genius, with the assistance of 
which he has made numerous inventions to accelerate the speed 
of factories producing goods of modern types catering for 
modern tastes. Factory system of production has thus become 
an important feature of modern economic organization es¬ 
pecially in the field of industrial production. 

2- Main Features of the Factory System. Factory system 
refers to the systems of industrial organization of society in 
which manufactured articles are product in factories. A factory 
is a manufacturing unit in which power-driven machinery is 
used. There is no definite limit to the size of a factory ; it may 
range from a firm employing a few workers and producing very 
limited amount of goods to that employing thousands of 
workers and turning out a huge stock of goods. According to 
the Indian Factories Act, all establishments employing more 
than 20 workers and using power-driven machinery are to be 
classified as factories. In 1938 there were 11.460 such factories 
in India, employing 20,37,000 workers daily.* 

possesses certain distin¬ 
guishing features which may be described as follows :_ 

one roof. Workers have to 
leave their homes for factory centres where they have to work 

under conditions determined by the employer. A laree number 
of workers are got together under one roof and work in co¬ 
operation with one anotner. irrespective of their differences of 

•The New Year Book. 1942, p. 82. 
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caste and creed. This fact gives rise to some social problems 
which have to be carefully tackled by the employers. 

(2) The Use of Power-driven Machinery, The application 
of power-driven machinery to the field of production has been 
one of the distinguishing features of industrial stage of eco¬ 
nomic development, in which factory system occupies a promi¬ 
nent place. During the handicraft stage manufacturing 
activities were carried on by hand, but now all factories are 
operating with the help of mechanical power. Machinery has, 
as a matter of fact, driven labour out of employment and has 
thus given rise to intricate problems of unemployment. 

(3) Absentee Ownership. Factories are invariably owned 
by some people and operated by others. The operators are 
mostly workers or salaried employees and owners are a large 
number of shareholders, most of whom never see how their 
factory is operating. They are scattered all over the country 
and are earning dividends without any personal exertion con¬ 
nected with the operation of the factory. It must be observed, 
however, that in some cases, especially in the case of smaller 
factories the* owner may also be the manager and supervisor of 
his works. 

(4) The Rule of the Entrepreneur. With the advent of 
factory system, entrepreneur has come to be recognized as a 
separate and distinct factor of production (as distinguished from 
labour). The establishment and operation of a factory requires 
a huge amount of capital which cannot be supplied by poor 
labourers. The necesity of an entrepreneur who should either 
supply the required amount of capital himself or should borrow 
the same from others is imperative. It is this entrepreneur 
who assumes all the responsibility of running the business and 
shoulders the attendant risks. He employs workers, secures the 
services of land and capital, and remunerates them for their res¬ 
pective services. He has. in short, become a very important 
figure and his role in the field of modern manufacturing enter¬ 
prise has become more or less indispensable. 

(5) Large-scale of Production. Factory is the mother of 
large scale production. Without power-driven machines in¬ 
stalled in factories, large scale production would have been 
impossible. Goods are produced under this sy.stem not only 
on a large scale but also in anticipation of demand because the 
consumers and producers are very widely separated from one 
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another. This fact quite often gives rise to over-production and 
consequent unemployment with all its ill effects. 

(.(>) Production for Market. In factories, goods are general¬ 
ly produced for marketing purposes rather than for direct 
consumption. The factory system of production, therefore, 
automatically leads to the extension of markets and inter¬ 
national co-operation, as every country tries to produce onlv 
those goods for the production of which it is best fitted, 

( 7 ) Complex Division of Labour. Under the factory syst-m 

of production division of labour is carried to a very minute 
degree and it becomes yery complex in nature. A long chain 
of workers have to co-operate with one another, each one 
specializing m a particular job with a view to turn out a 
particular finished article. Thousands of workers, for instance 
^-o^rate m turning out a Ford car at Detroit, Michigan’, 

3 . Raw Materials and Sources of Power. Ram Materials 
Various kinds of Jaw materials and sources of power are used 
m the operations ^f modern factories. The main types of raw 

iTke couL“‘'tnte'0^1 classified as : (i) agricultural cLmodities 
hke cotton, jute, oil-seeds, sugar-cane, etc., («) minerals, such 

fa f ’ (“») industrial or half-manu- 

factured articles e.g., tanned leather, ginned cotton, yarn fron. 

All factories do not use raw materials as they are provided 

Some factories utilize such articles mid turn Ihem 
into half-manufactured goods, which in turn are taken by some 

mw manufactured goods Th”s 

raw hides or skin may serye as raw materials to be utilized bf 
a tanning factory and tanned leather may be f ' 

material by a shoe factory or saddlery works Likewise rf"' 

cot on may be used as a raw material by gi.merLs ginirnd 
cotton may be used as a raw material by a fplnifing 'famorv 

raa‘ter^a/b’^“ available may be utilized® as a raw 
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developed to any considerable extent. She produces plenty 
of food grains, e.g., rice, wheat, barley, jowar, maize, gram, 
various kinds of pulses, etc., which can be manufactured into, 
a number of eatables. In the production of raw sugar India 
leads the world ; tea, coffee, tobacco and other drugs, oil-seeds, 
linseed, sesamum, rape and mustard, groundnut, coconut, 
castor, etc.; fibres like cotton, jute, etc. ; and dyes like indigo 
and other tanning materials are produced in India. Among 
materials, iron occupies the most important place in factory 
production and India is immensely rich in iron resources, which 
rank next only to the United States of America. She also 
produces other industrial minerals, e.g., manganese, mica, 
saltpeter, copper, etc., to a reasonable extent, though she cannot 
be said to be self-sufficient in respect of their supplies. Her 
forest products are also abundant and gave rise to several 
industries. She needs only a sound policy of industrial develop¬ 
ment and when that is adopted, she will rapidly march towards 
her goal of industrial development. 

Sources of Power. The major sources of power used by 
modern factories are coal, petroleum and electricity, though 
wind and water were used as sources of power in the earlier 
stage of industrial development. India is rather deficient in 
the possession of coal and petroleum. Her coal supplies are 
not only meagre but the quality is also very inferior, i.e., it 
generates less of energy. This is why even Indian manu¬ 
facturers of Bombay and the neighbouring locality find it to 
their advantage to import coal from Africa or Great Britain 
rather than using the Indian coal, India’s petroleum reserves 
are exceedingly limited. But this deficiency is more than 
counter-balanced by the presence of inexhaustible sources of 
water-power. Her water-power sources rank next to the U.S. A. 
and in their exploitation only a beginning has yet been in.^de ; 
we are using only i per cent of the supply of water-power 
available in our country. It has been estimated by experts 
that under efficient conditions of production India can produce 
electric energy at the cheapest cost amounting to one anna per 
unit. Such a state of affairs with respect to one resources of 
water-power dispels all fears of the shortage of motive power 
in our country. 

4 . Stages of Production and Division of Labour. The 

manufacturing of raw materials into finished goods involves 
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several processes which may be clearly demarcated as different 
stages of production. The main stages in the manufacture of 
.sugar for instance, may be described as the crushing of sugar¬ 
cane, the heating of juice to the extent of evaporating its liquid 
portion, the refinement of sugar and the crystalization of it. 
Each of the stages may have further sub-divisions so that there 
are a large number of processes to be performed before the 
sugarcane can be converted into sugar proper. In the manu¬ 
facturing of shoes likewise, several processes may be involved. 
At the first stage raw hides and skins may be tanned. At the 
second stage they may be turned into convenient form and 
shape. The third stage may witness the preparation of uppers, 
soles and heels. At the fourth stage these different parts may 
be put together. And, finally, the fifth stage may give the finish¬ 
ing touches to the shoes manufactured before they can go into 
the hands of the consumers. 

The same is true of manufacturing raw cotton or wool into 
various types of textile and woollen goods, iron ore into iron, 
steel, machinery, etc., and various kinds of grasses into paper 
and so on. 

The splitting up of the whole process of manufacturing a 
certain commodity into different stages makes it possible to 
carry division of labour to a very minute extent. No wonder, 
therefore, that we find a loiDg chain of workers, running into 
hundreds employed in factories manufacturing motor cars, radio 
sets, watches, etc. Each worker employed in such factories is 
responsible for the completion of a very minute part, ejj, the 
placing of a nut or a bolt at its proper place. The result of 
the co-operation among these hundreds of workers is the finished 
articles—a car, a radio set, a wrist watch, etc. It is thus 
eviderit that modern system of manufacturing various com¬ 
modities under the factory system of production involves a very 
minute division of labour. This is why large number of workers 
are concentrated at factory centres of every industrial countrv. 
The system as a whole, however, is not without its blessing 
nor without its drawbacks. 

5 . Advantages and Disadvantages of Factory System. 

Factory system of production has several advantages over the 
previous system of production prevailing during the handicraft 
stage. By carrying the division of labour to the minutest 
extent it has brought about economies of labour and saving of 
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time. Standardized goods are produced. Production is carried 
on a large scale and this has resulted in making the goods 
cheaper for the consumers. The application of specialized 
machinery to the various fields of production has become pos¬ 
sible. By-products are not allowed to be wasted but they are 
turned into useful economic goods. Productive potentialities 
of a nation are mobilized and the various productive agencies 
are applied to the best advantages. By drawing workers from 
different classes of society and making them work under the 
same roof in co-operation with one another it has resulted in 
breaking social barriers and encouraging the spirit of co-opera¬ 
tion and toleration. And by extending the boundaries of 
market it has brought about international co-operation in eco¬ 
nomic and political spheres. 

The factory system of production, however, has not been 
an unmixed blessing ; the system has its disadvantages as well. 
It is criticised on the ground that it has deprived the workers 
their much cherished freedom and has reduced them to the 
level of mere wage-earners, i.e. the sellers of their labour to the 
capitalist employer that it has destroyed the artistic feature of 
production by producing goods of standardized type ; that by 
concentrating large armies of workers at industrial centres it 
has given rise to many a social problem of very complex nature 
and has degraded the- moral of society ; that by producing 
goods on a large scale in anticipatinn of demand it has some¬ 
times resulted in over-production and consequent unemploy¬ 
ment; that it has divided society into two opposing camps, the 
capitalists with the concentrated industry in their hands on the 
one side and on the other a large body of workers having 
nothing more than their labour to sell. 

We have given an account of our large scale industries in 
the previous chapter. The development of these industries has 
given rise to labour problems of a varied nature. Thousands of 
workers have left their homes and have gone to industrial 
centres to be employed in factories, where they have to abide 
by the factory discipline and have to work under the guidance 
and supervision of foremen, supervisors and superintendents, 
all deriving their authority from the management. The workers 
have no direct touch with the management or owners of 
factories. 
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“It was natural that as the number of men employed in 
industrial concerns increased, the problems relating to labour 
would become more and more acute. To cope with the situation 
the Government enacted many legislative measures and the 
labourers sought to combine to place their views and redeem 
grievances”.* We shall now enquire into both of these lines of 
action adopted for solving labour problems. 

6 . Factory Legislation in India* Due to the ever incieas- 
ing importance of the problem of industrial labour realized by 
the Government of India and also due to the pressure of British 
manufacturers on the Secretary of Slate for India, the Govern¬ 
ment of India enacted the first B'actory Act in 1881. It was 
very simple and brief in its provisions and de^t only with child 
labour. This act was amended in 1891, when some improve¬ 
ment in the employment of women workers and sanitation of 
factories was brought about. Another Factory Act was passed 
in 1911, according to which men workers also received some 
relief. As a result of the International Labour Conference held 
at Washington (U. S. A.) in 1919, another Factory Act was 
passed In 1922. This Act intended to bring labour legislation 
in India in line with that of the advanced countries of the world, 
and therefore it prohibited the employment of children below 
12 years in any factory and fixed the working hours for children 
between 12 and 15 at 6 per day. The employment of women 
before 5-30 a. m. or after 7 p.m. was prohibited; working 
hours for adults were fixed at 60 per week and ii per day, 
with a rest of one hour after every 6 hours of work. This Act 
was made applicable to factories employing not less than 20 
w'orkers and authorised the Provincial Governments to extend 
it to factories employing not less than 10 workers. 

The Factory Act of 1922 was amended in 1923, 1926, 1929 
and 1931 with a view to get rid of some administrative difficul¬ 
ties. Still another Factory Act was passed in 1934, introducing 
several new features in the regulation of industrial labour and 
administration of factories, c. g. classification of factories into 
seasonal and perennial ; introduction of a third group of 
workers, adolescents between 15 and 17 years of age ; the 
principle of spread-over ; regulation of overtime work, etc. In 
1938 the employment of Cnildren's Act was passed, according 
to which the employment of children below 15 has been 


’2^e\v Year Booh, 1942. 


ESSENTIAI^S OF ECONOMICS 


156 

prohibited in any occupation connected with the transport of 
passengers, goods or in mails by railway or in ports”. This Act 
has been amended in 1939 and the employment of children 
below 12 has been prohibited in several typesrof factories, e. g.^ 
acid and cement manufacturing; cloth printing, dying and 
weaving, explosive, match manufacturing ; wool cleaning, 
tanning and fire-works, etc. The Factories (Amendment) Act 
of 1940 makes the provision of the Act of 1934 relating to 
health, safety, child labour, etc. applicable to factories employ¬ 
ing 10 to 19 workers. 

7. Main Features of Factory Legislation in India. We 

may now describe briefly the chief features of Factory Legis¬ 
lation as it operate^ in our country at present. 

(i) Classification of factories. Factories are classified into 
seasonal—operating for less than 180 days—and perennial— 
running all the year round. 

(tt) Workers and working hours. Workers are divided into 
three kinds—children, adolescents and adults. Children below 
12 3'ears are prohibited from being employed in any transport 
industry or any other industry which is likely to affect their 
health and growth adversely. Children between 12 and 15 
years cannot be employed for more than 5 hours a day and so 
also uncertified adolescents. Adolescents between i 5 and 17 
years have to secure a certificate of physical fitness before they 
can be employed as adult workers. For adult workers a 
maximum of ii hours daily and 60 hours weekly work is 
permitted in case of seasonal factories and 9 hours daily or 54 
hours weekly labour in case of perennial factories. 

{iii)Spread'Over. In the case of adult workers, their daily 
working hours cannot be spread over a longer period than 13 
hours and in the case of children over a longer period than 7^ 
hours. Woineti and children are not to be employed '^tweeu 
7 p.in. and 6 p.m. 

(tv) Rest and holidays. Every worker is to have a rest 
interval of one hour after 6 hours of work and one holiday per 
week. 

(v) Overtime. The extent of overtime work is limited and 
it has to be paid at the rate of times the ordinary rate of 
wages. 

(vt) Welfare. Factory owners are required to have suitable 


FACTORY SYSTEM OF PRODUCTION 


157 


arrangements for water supply, shelter for rest, rooms for 
children and first-aid appliances. 

{vii) Artificial cooling and humidification. Factory buildings 
are to be maintained at a reasonable temperature so that the 
atmosphere does not become too hot or suffocating. Factory 
inspectors are authorized to see that this is being done. 

yvUi) Security of factory structure. Factory inspectors are 
authorized to determine and require from the managers a sound 
construction of factories. Local Governments can demand 
certificate of stabilit>'. 

(fa;) Notices, records and registers. All factories are required 
to have notices of their working time, etc., at convenient places 
for public examination. Their records and registers are subject 
to Government examination. 

The aforesaid regulations are applicable generally to all 
those factories which employ 20 or more than 20 workers and 
in certain cases even to the factories employing between 10 and 
19 workers. 

8 . Labour Legislation for che Mines. Regulation of labour 
in the mines has been rather slow. The first Mines Act was 
passed in 1905, according to which inspectors for mines were 
appointed, but nothing was said about the working hours. In 
1923 another Mines Act was passed with a view to effect the 
recommendations of the Washington Conference and this Act 
has since been amended in 1928, 1932, 1935. 1937. The main 
provisions of mines legislation in India at ihe present time are 
as follows :— 

(f) Working hours are fixed at 60 hours a week for above 
ground workers and 54 hours a week for underground workers, 
the daily hours of work for them being 10 and 9 respec¬ 
tively. • 

(fi) Cliildren below 15 years of age are not to be employed 
in any mine. 

{Hi) Since ist July 1939 the employment of women for 
underground work had been prohibited but this prohibition has 
been recently suspended due to pressure of war demand 
especially for coal. 

(fv) No mine is allowed to operate for more than 12 hours 
with the same set of workers. 
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(v) Mine owners are required to put up notices, stating the’ 
number of working hours and shifts of workers. 

Ill addition to the above provisions, Indian mines are sub¬ 
ject to the regulations laid down by the Mines Board of Health, 
which can require the mine owners to provide decent houses, 
water supply, sanitary facilities, etc., so that the health of 
workers may not be impaired. The Royal Commission on 
I/abour appointed in 1929 also made useful recommendation in 
their report of T';3I. The Indian Mines (Amendment) Act 
passed in 1935 was based on these recommendations. This 
Act fixed the weekly working days at six and the number of 
working hours at 54 per week and 10 hours and 9 hours per 
day for above-ground and underground workers respectively. 

3 . Workmen’s Compensation Act. The right of work¬ 
men to secure compensation for injuries sustained while at 
work has been recognized in western countries for a long time. 
In India this right was very slow to be recognised. The first 
Act in this respect was passed in 1923 and it has later been 
amended in 1920, 1933 and 1939. At the present time the Act 
covers seven million industrial workers. 

The amount of compensation depends upon the nature of 
injury sustained and the average tnonthly wage of the workman 
in question. Workers earning not more than Rs. 10 a month 
get Rs. 500 for death, Rs. 700 for permanent disablement and 
Rs. 15 per month for temporary disablement. Those who earn 
between Rs, 5a and Rs. 60 a month, the corresponding com¬ 
pensations are Rs. t, 800, Rs. 2,520 and Rs. 15 respectively. 
The maximum for persons getting over Rs. 200 a month has 
been fixed at Rs. 4,000. Rs. 5,600, and Rs. 30 respectively. 
Minors receive at the uniform rate of Rs. 200 for death and Rs. 
1,200 for permanent disablement and half the wage for teni- 
^^rary disablement. No compensation is paid for the first seven 
^ys after injury is received. 

10. The Payment of Wages Act. The most important 
piece of labour legislation enacted by the Indian legislature is 
the Payment of Wages Act which was passed in 1936 and 
modified in 1937. The main purpose of this Act is to regularize 
and expedite the payment of wages and to limit the deductions 
made by the employer. The main provisions of this Act may 
be noted as follows:— 

ii) W^ges periods is fixed at one month and all wages are 
required to be paid in coin or currency notes. 
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{ii) Industrial concerns employing less than i.ooo workers 
are to pay the wages of their workers within seven days after 
the expiry of the wage period and in establishments employing 
more than 1,000 workers within 10 days. 

(m) Deduction from wages are permitted only in case of 
fines, absence from duty, damage to or loss of goods specially 
entrusted to the care of an employee, housing accommodation, 
recovery of advances, income tax, contribution to provident 
furid, etc. 

(ir) Children below 15 are not to be fined at all. In the case 
of workers subject to fines, no fine is to exceed the amount of 
half ail anna per rupee of their wage.s. No fine can be recov¬ 
ered by instalment or after 60 days of its imposition. 

Tiie Act is applicable to factories and railways, but it can 
be extended to other establishments by Provincial Govern¬ 
ments. 

11- Trade Unionism in India. We have so far dealt with 
various efforts which the Government of India has made with a 
view to regulate the conditions of work in factories and mines 
and to protect the rights of working class people. Now we 
pass on to the consideration of what has been done in this res¬ 
pect by workers themselves. 

How do workers protect their rights ? Factory workers 
organize themselves into trade unions with a view to strengthen 
themselves and to secure the advantages of collective bargain¬ 
ing. A trade union has been defined as a continuous organiza¬ 
tion of workers engaged in a certain trade attempting to 
achieve and maintain their solidarity and strengthen their 
bargaining power. The main aims of a trade union are to 
secure better conditions of work, proper wages and an effective 
voice in the control of industry. They also render mutual 
assistance to their fellow workers when they are unemployed 

The Trade Union Movement in India is of very recent origin. 

• traced back only to 1918, having its start 

in Madras and then spreading to Bombay. Due to the hard 
conditions under which workers found themselves immediately 
alter the war. the movement received considerable impetus. A 
remarkable growth in the number of trade unions followed, 

it received a little set-back in 
9 3 , due to the improved conditions of workers, its growth 
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ever since has been quite steady and sound. In 1938-39 there 
were 555 registered trade unions in India with a total member 
ship of 3.99,159 having an annual income of Rs. 13,82,000 and 
expenditure of Rs. 7,71.0(10. Recent statistics are not available 
due to the stoppage of such publications during the war time. 

The movement has been quite successful among railway 
workers and postal employees, but it has been rather weak in 
textile and mining industries, due to the migratory character 
of labour in these industries. 

12, Industrial Disputes in India. The usual method by 
which trade unions attempt to remove their grievance is by 
declaring a strike. This method of solving labour problems 
needs a very careful and efficient handling at the hands of wor¬ 
kers. Otherwise it may prove very harmful to themselves 
as well as to the employers, because the workers must suffer 
loss of wages while they are on strike and the employers lose 
the use of their means of production, which have to remain idle 
during the time of strike. The fact that strikes organized by 
Indian industrial workers are more often a failure than success 
shows that this weapon is too frequently resorted to without 
proper insight into its consequences. The number of strikes 

in our country is unfortunately very large, as is indicated by 

the following table : — 

Industrial Disputes in India 


Years 

No. of 

Workers 

Working 

Dispates 

involved 

days lost 

1930 

148 

196.301 

2,261.731 

1931 

166 

203,008 

2.406,123 

1932 

148 

128,099 

1.922,437 

1933 

146 

164.938 

2,168,961 

1934 

159 

220,808 

4.775,559 

1935 

145 

114,217 

973.475 

1936 

157 

161,029 

2.358,062 

1937 

379 

647,801 

8,982,257 

1938 

399 

401,075 

9,198,708 

1939 

406 

409,189 

4.992,795 

1940 

322 

452,539 

7,577.281 

1941 

359 

291,054 

3,330,503 


The above table shows that a considerable waste of energy 
and labour power is incurred as a result of strikes declared by 
the industrial workers. It is therefore essential that strikes 
should be declared only when all other means of solving the 
difficulties have been completely exhausted. On the other 
hand, the fact must be stressed that in certain factories condi- 
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tions are extremely bad and repelling. The industrialists 
should, therefore, realise their own responsibility and should 
minimise the chances for creating conflicts between workers 

and themselves. 

% 

13- Trade Union Legislation in India. The rapid growth 
of trade unionism in India and the ever-increasing number 
of industrial disputes has necessitated the passing of legislative 
measures. The main object of this legislation has been to 
regulate and protect the organization of trade unions and to 
provide arbitration in case of industrial disputes. 

The first Trade Unions Act was passed in 1936. Its provi¬ 
sions had three main features, i.e., conditions for registration of 
trade unions ; obligations of trade unions ; and their privileges. 

(i) Registration. Workers of any hona fide trade union, 
prpvided they are more than seven, can apply for registration 
if 50 per cent of its executive consists of members actually 
engaged in the industry concerned and if its rules and regula¬ 
tions satisfy the prescribed conditions. 

(ti) Obligations, Registered trade unions are required to 
confine the expenditure of their funds to specified purposes, to 
submit their audited accounts annually to Government autho¬ 
rities in prescribed form. They have also to indicate, any 
changes in their executive or any other officer, and to send 
notices, of all changes in their rules or the registered address of 
the office of unions, etc. 

{Hi) Rights and Privileges. Registered trade unions are ' 
granted the right of corporate existence, perpetual succession 
and the acquisition of any movable or immovable property. 
They are free from prosecution for criminal conspiracy and 
enjoy immunity from civil suits in certain cases. 

Another important Act, entitled as the Trade Disputes Act. 
was passed in 1929 and to begin with it was intended to last 

years. Its main provisions fall into three parts— 
toe first provides for appointment of Courts of Enquiry and 
Boards of Conciliation ; the second deals with strikes in public 
utility services; and the third prescribes conditions for declar¬ 
ing strikes and lock-outs illegal. 

The main function of the Courts of Enquiry is to conduct 
investigation and submit the same to higher authorities. Boards 
01 Conciliation are required to negotiate with parties concerned 
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and settle the disputes if possible. A strike or a lock-out • is 
declared illegal if it has "any object other than the furtherance 
of a trade dispute within the trade or industry in which the 
strikers or employers locking out are engaged.” ^ 

The definition of a trade union given in the Act includes 
the combination of workers as well as of employers and not 
the combination of workers and employers. • 

Summary. 

The H<]vent of indastiial revolotion has replaced the old Domestic System 
of Production by the modern Factory System of production. The main features 
of the new system are :— concentration of workers under one roof ; the use of 
power ; driven machinery; absentee ownership ; the role of entrepreneur ; large- 
scale production ; production for market and complex division of labour. 

The main types of raw materials used by modern factories are of three 
kinds, t.e., agricultural commodities, minerals and industrial or half manufactured 
goods. The major sources of power by which such factories are operated are 
drawn from coal, petroleum and electricity and to some extent from wind and 
water. 

An article to be manufactured in a modem factory passes through a 
number of definite stages, with the result that division of labour is carried to 
the minutest extent and hundreds of workers co'operate in turning out a 
finished good. \ 

The factory system of prodnetidn has advantages and disadvantages, 
which have boon detailed in the body of the chapter. 

Due to the fact that this system involves conflicting interest of workers 
and owners of factories, modern states have been compelled' to enact factory 

Laws protecting the interest of all concerned. The main feature of factory 
legislation in India are; classification of factories into seasonal and perennial. 

limitation of working hours, maximum spread over of working time, rest and 
holidays, a higher rate for overtime work, welfare, security of factory structure 
and notice records and regi.sters required of factory owners to be maintained in 

proper form. 

Mine workers have also been provided with legal protection against the 
unjust, practice of their employers. Workers receiving injury while on job 
nro duly compensated, the amount of compensation being in proportion to the 
nature of injury received. The payment of Wages Act has regularized payment 
of wages in all establishments. Now all workers get their wages • within a 
week or ten days after the expiry of the wage period. With a view to protect 
their interests against employers, workers organize themselves into trade 
unions. This movement in India is very young, as it dates back from 1918 

But by 1938-39 there were 555 trade unions with 399,159 membei*s. It has 
been more successful among railway and postal workers than in textile and 

mining industries. 

The Trade Union Act was passed in 1926 which requires all legitimate 
miions to be registered and specifies their obligations as well as rights and 
privileges. 
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1. What is a factory system of production ? Give its main features. 

2. What types of materials are used in a modern factory ? Give examples 
to make yqurself clear. 

3. Discuss the advantages and disadvantages of the factory system of 
production. 

4. What do you know of factory conditions in India ? Examine the 
chief features of the Indian Factory Legislation (P.U. 1933). 

6 . Write short notes on (a) Labour Legislation for mines, (b) Work¬ 
men’s compensation, (o) The payment of Wages Act. 

6 . Give a brief account of what the Factory and Labour Legislation hns 

secured for the welfare of the worker in India (P. U. 1948). Write a note on 
Factory Legislation in India. How far has it helped the labouring classes in 
this country ? (P. U. 1946). 

7. Trace the history of Trade Unionism in India. How far do you think 
it has progressed along sound lines ? 

8 . Has there been any trade onion legislation in India ? If so, give its 
main features. 



Chapter XII 

TRANSPORT AND COMMUNICATION 

1. Importance of Transport and Communication- The 

existence of an efficient system of ttansport and communication 
is very essential for the economic development and progress of 
a country. Uarge scale industries cannot be established without 
having efficient means for transporting raw materials from the 
sources of their production to the factory centres and manu¬ 
factured goods from factories to the market. An efficient . 
system of transport encourages the mobility of labour, and thus 
makes it possible for large scale industries to operate; it enables 
the exploitation of natural resources of a country for the benefit 
of her people ; it extends the boundaries of market and results 
ill world-wide co-operation and interdependence. ^ Thus it leads 
to specialization in the field of production in various countries 
of the world, a system under which each country produces only 
those articles for the production of which she is best fitted. 

Political and social value of the means of transport is no 
less important. Sufficient transport facilities are indispensable 
to the efficient administration of a country. In the event of 
any danger of foreign invasion the military forces of the country 
can be mobilized without delay in order to protect the country 
from such a danger. Social isolation of various communities 
residing in the country is broken by means of efficient and 
adequate transport facilities, because travel is encouraged and 
thereby different sections of the people come in close contact 
with one another and begin to appreciate their natural feelings 

and interests. 

If means of transport render valuable service in transport- i 
ing men and materials from place to place, an equally valuable I 
service is rendered by means of communication in transporting | 
messages from place to place. An efficient system of com- f 
munication, therefore, is just as essential as the efficient system I 
of transport. Manufacturers and merchants must always be j 
kept well informed about the conditions prevailing in the 
market, so that they can guide their respective * firms to follow 
proper lines of action,. The absence of of communica- 
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tion would seriously hamper the growth of industry and com¬ 
merce ; it would result in over-production of certain articles in 
some places and scarcity of them at others, and there would be 
no uniformity in prices prevailing at different centres of the 
market, i^ll these difficulties are avoided if the country is 
equipped with an efficient system of communication. 

The important means of transport available in, modern 
countries as also in India are railways, roads, waterways, and 
air transport. Likewise, the important means of communica¬ 
tion are posts, telegraphs, telephone and wireless. We may now 
proceed to study how India is equipped with such means of 
transport and communication. 

RAILWAYS 

2. Railway Mileage and Ownership. Until the middle of 
the nineteenth century no railway was constructed in India and 
she depended for her transport mainly on pack animals, 
bullock-carts and boats. Railway construction commenced for 
the first time in 1845 when Calcutta-Raniganj, Bombay-Kalyan 

1 sections were sanctioned and by the 

middle of thirties of the present century India possessed more 
than 43,000 miles of railways. The total route mileage under 
operation on 31st March 1943 was 4,052,504. 

In respect of railways India is quite favourably situated as 
compared to other countries of the world. Her comparative 
position in this regard is clear from the following table:_ 

Railway Mileage in Various Countries 


Country 
U.8.A. ' 

U.8.8B. 

India. 

Canada 

Germany 

France 

Aostralia 

Argentine 

Great Britain 


Year 

1934 

1932 

1934 

1934 

1934 

1932 

1933 

1932 

1933 

1934 


Japan 

It is apparent from the above table that 

of the railway mileage among vu-nous countries 

ot the world. We must admit, however, that as compared to 
her area and the size of her population India is not adequately 


Mileage 
243,857 
51,822 
42.963 ^ 

42,703 
33,481 ‘ 
27.209 • 

27,042 

35,516 
20,234 • 

14,243 

India ranks third 
various countries 
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equipped with railway facilities. Great Britain which is about 
one sixteenth of her area possesses practically half the amount 
of India's railway mileage and Germany not larger than the 
Punjab, has 33,481 miles. Relatively speaking, therefore, 
railway transport facilities of India cannot be said to be 
adequate. 

The railways in India were constructed, owned and managed 
by private British companies till 1925, when the Government 
of India began to purchase them from these companies. Since 
then there has been a steady increase in the Government-owned 
railway so that “of the total route mileage of Indian railways 
amounting to 41,135 miles on 31st march, 1939, the State 
owned 29,764 miles or about 72 per cent and directly managed 
17.158 miles or about 2 per cent of the total mileage open 
at that time". Since then the Government has . acquired 
the ownership of several more lines, i.e., the B.B. & C.I. and 
the Assam-Bengal Railways, from ist January, 194^* s^nd the 
Bengal Nagpur Railway since 1944. so that by now almost all 
the railways have been taken over by the State, 

3. Railway Construction. Railway construction in India 
has had a rather chequered history, with the result that we 
have railways which were constructed by private companies, 
some constructed by the Government itself, others by 
Indian States and still others by District Boards. It was 
in i 85 H that Lord Dalhousie laid down a definite policy 
for the construction of railways, which he believed would 
bring about social, political, and commercial advantages 
of paramount importance. Due to the shyness of Indian 
capital he inaugurated a system whi^h was known as the 
a-Lrantee System. According to this system foreign ppital 
was attracted by offering a free grant of land for 99 year s and 
guaranteed rate of interest varying from 4J to 5 per cent. On 
the other hand, the Government reserved to itself the right of 
supervision and control, to send mails and troops free of 
charge to share the profits and to purchase the lines construct¬ 
ed under this system after the expiry of 25 years at a stated 
price By 1859 contracts for the construction of about 5*^00 
miles of railways were negotiated with eight companies involv¬ 
ing an investment of £=,2. millions. But the system proved 
ve'ry expensive for the Government and burdensome to the 
tax-payer because there was no incentive to economize on the 
part of the companies. The railway deficit budgets became 
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frequent and by i860 the deficit reached the heavy figure of 
Rs. 16,65 crores, so that the Government of. India was forced 
to give up this system because all such deficits had to be made 
up from public treasury. 

From 1869 to 1879 is a period which is characterized by the 
State construction and tnanagemeni of railways. Under this 
system the Sind and the Punjab railway, later known as the 
N.W.R., was constructed. But the Government experienced a 
paucity of funds and therefore the State construction of rail 
ways had to be abandoned in favour of the guarantee system in 
a modified form. 

The new guarantee system, of railway construction continued 
from 1879 to 1900, during which time contracts were completed 
with the Bengal-Nagpur, and the Madras Southern Mahratta 
Railway Companies. The chief features of these contracts were 
that the railways constructed under this system were speci¬ 
fically declared to be the property of the Secretary of State 
for India, who could purchase them after 23 years or later on 
the expiry of 10 years on payment of their investment at par ; 
that the rate of interest guaranteed was lower ; i,e., 3^ per 

cent, and that the Government reserved to itself much larger 
share of profits than previously. 

By 1900 the railway finances geatly improved and net pro¬ 
fits began to be realized. The financial position of the Govern¬ 
ment had also improved by tthis time so that a definite sum 
was laid aside annually for the exteiisiou of railways. As a 
result of this policy a rapid extension of railways took place 
between 1900 and 1914, adding about 10,000 miles. During 
the world war. however, the Indian railways system broke down 
under the pressure of unprecedented war demands. 

In 1920 a Committee with Sir William Acworth as Chair¬ 
man was appointed by the Government to enquire into the 
working of railways and to suggest improvements. The Com¬ 
mittee recommended that the management of railways should 
pass into the hands of the Government ; that the railway 
finances should be separated from the general finances; that the 
milway rates should be scrutinized by a Committee ; that the 
Railway Board should be reconstituted to enhance its efficiency 
in controlling the whole system of railways in India ; that the 
Railway Advisory Committee should be established with a view 
to encourage popular control and management of railways; and 
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that all possible facilities should be offered to Indians for get¬ 
ting training in various branches of railway administration, AH 
these recommendations have been given e&ct to since 1924 in 
some form or another and the railways have now become a 
public property. 

Before closing this section we may mention the chief rail¬ 
ways now operating in India. Five major lines account for a 
little more than half the railway mileage of the country and 
they are the North-Western Railway (7,000 miles), the Bast 
Indian Railway (4,348 miles), the Bombay Baroda and Central 
India Railway (8,944 miles), the Great Indian Peninsular 
Railway (3,725 miles) and the Bengal Nagpur Railway (3,417 
miles). Some of the other important railway lines are the 
Assam Bengal Railway (1,306 miles), the Eastern Bengal Rail¬ 
way (1,947 miles), the Madras and Southern Mahratta Railway 
(3,230 miles), the South Indian Railway (2,495 miles), and the 
Bengal and North-Western Railway (2,122 miles). 

% 

4. Economic Effects of Railways. The construction of 
railways in India has’resulted in destroying the self-sufficiency 
of the old village and has brought it in touch with the world¬ 
wide markets. Agriculture has been commercialized and our 
farmers ar^ now able to procure better price for their produce. 
Trade within the country and outside has been immensely 
increased with ever-increasing production for market purposes. 
Large-scale industries have also been encouraged, labour and 
capital have become more mobile and all this has resulted in 
creating more employment, increasing the rate of earning and 
raising the standard of living of the people. Prices throughout 
the country have been equalized and brought in harmony with 
the world prices. The problem of famines has been, solved ; 
now people do not die of starvation due to lack of food 
materials. The recent famine of Bengal was more due to war 
conditions which are not normal. 

As a result of all-round economic progress of society brought 
about by the improvement in the means of transport. Govern¬ 
ment finances have also improved because the taxable capacity 
of the people has increased. The Government has also directly 
shared the ever increasing profit accruing from the working of 
railways. Apart from the purely economic advantages, the 
construction of railways has resulted in social and political 
advantages. It has encouraged travel among the people and 
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this has greatly reduced their social prejudices, has inculcated 
the spirit of toleration and has improved mutual understanding 
and goodwill. Administrative efficiency of the Government 
has been immensely improved and internal as well as external 
defence has been strengthened. 

It must be admitted, however, that the construction of 
railways has not been without its short-comings. It has flood¬ 
ed our markets with machine made cheap goods thus destroy¬ 
ing our old industries for which India was famous throughout 
the world. By e;icouraging the exports of raw materials it 
has decreased the potential resources of the country. The 
investment of foreign capital in the construction of all railways 
and later in the development of industries has proved a drain 
on the economic resources of the country which could be more 
profitably utilized for productive purposes. Higher prices have 
come to prevail especially since the beginning of the present 
century and thife has proved a burden to the consumer. 

The railw'ay construction policy of the Government has been 
much criticized on the ground that the development of railway 
transport has been secured at a very heavy cost because of the 
spend-thrift policies of early railway companies ; that it has 
been altogether out of proportion to the economic development 
of the country ; and that military and commercial considera¬ 
tions have weighed too heavily with the Government in carrying 
out their plans for railway construction. 

5. Future of Railway Construction- a very 

keen necessity for the construction of railways to facilitate the 
industrial and commercial development of the country. Though 
we rank third with respect to the posse.ssion of railway mileage 
in the world, the proportionate facilities of railway transport 
ill our country are rather meagre. Europe, excluding Russia, 
with an area of 1,660,000 square miles has igo.ooo miles of 
railways as compared to about 40,000 miles of railways in India 
containing 1,803,000 sq. miles of territory. 

The future railway development policy, however, should 
follow well thought out lines. It should be supplemented with 
industrial development, particularly the development of railway 
industries providing all the requisites of railway construction 
Indian capital should be encouraged and Indian leadership 
should be mobilized. Careful plans should be drawn up for the 
construction of new railway lines with a view to avoid 
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duplication and uneven territorial distribution of railway trucks. 
Uniformity of all the gauges in the country should be another 
aim to be achieved. 

ROAD TRANSPORT 

6. Road Development in India. The development of road 
transport in India is too inadequate as compared to the genuine 
demands of the country. The domestic trade is 15 times as 
large as foreign trade and yet no serious attention has been 
paid to the construction of roads which are the main channels 
through which internal trade in a country like ,India can flow. 
If she* were to be supplied with roads on the same scale as 
Great Britain, she would require over 3 million miles of roads, 
her present road mileage representing only 8.8 per cent of it.” 

India is essentially a rural country with over 7 lakhs of 
villages scattered all over. It should therefore have the 
maximum amount of road mileage. The actual ^tate of affairs.■ 
as we depict in the following table, is however quite ^contrary 
to this. 

Road Mileage in Various Countries in 1934 


Country 

Area 

Road 

Area in sq. 


sq. miles 

mileage 

miles to 1 mile 

U. 8. A. ... 

3.026.789 

3.065,254 

1.0 

Russia 

8.241.923 

1,682,109 

4.9 

Japan 

147.327 

594,626 

0,2 

Australia ... 

3,158.603 

523,867 

6.0 

Canada 

3,684,727 

409,124 

9.0 

France 

212,736 

406,090 

0.5 

British India 

1,107.358 

225,280 

4.9 

Germany... 

180,989 

216.674 

0.8 

Great Britain 

89.041 

177.347 

0.5 

Argentine 

1,153,417 

138,000 

8.4 


The total mileage of extra-municipal roads maintained by 
public authorities in India including the States, was 347,132 on 
31st March 1940. 'L’he total mileage of motorable roads amounts 
to 238,001 out of which 115,265 miles are motorable throughout 
the year and the remaining 122,736 only in fair weather. All 
this proves clearly the paucity of road-transport facilities 
available in India and stresses the need for improvement in 
this direction. 

There are four main trunk roads traversing the length and 
breadth of the country. The most important of these is the 
Grand Trunk Road which stretches from north-western part of 
the couiitrj' to the south-eastern part—from Khyber to Calcutta, 
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The other three connect Calcutta with Madras, Madras with 
Bombay and Bombay with Delhi, respectively. These four 
trunk roads account for 5,000 miles out of a total of 83,612 
miles of metalled roads in the country. 

7. Rail»road Competition and Co-ordination. During the 
last two decades motor trafl&c in India has increased by leaps 
and bounds, as a result of which the import of motor vehicles 
has steadily increased. The total number of vehicles operating 
in India on March 31, 1940, was 174,077, out of which 100,776 
were private cars. 7,443 taxis, 29,940 buses, 17 033 lorries and 
10.885 motor cycles. 

Motor traffic offers a keen competition to railways in the 
transport of both passengers and goods. This is particularly 
true of short distances because it suits the small scale trader 
and the short distance traveller who conveniently transport 
themselves and their goods from one place to another. Lorry 
can take passengers as well as goods from anywhere, can 
deliver goods at the door of the customer and can take 
passengers to their very destination which is absolutely im¬ 
possible and impracticable for the railways to do. Moreover 
lorry service is cheaper (we are speaking of normal peace time) 
than railway service. Over long distances, however, railway 
transport has its own advantages and superiority over motor 
transport. Railways adopted various measures in order to meet 
road competition even over short distances. They instituted 
railways, omnibus services, shuttle trains, cheap return 
tickets, special trains over short distances, low fares for short 
distance travellers, special terms for marriage parties, etc. Due 
to pressure on railways during the present war many of these 
facilities have been withdrawn. 

The necessity for co-ordinating railway and motor transport 
services is generally recognized. The Mitchell-Kirkness and 
Wedgwood Committees appointed in 1932-33 and in 1937, 
respectively, have supported the idea of co-ordinating these 
services. It is suggested that motor transport should be so 
regulated as to secure co-ordination, with railway transport and 
so far as it is possible efforts should also be made to secure 
voluntary co-ordination between these services so that no bitter 
feelings should prevail among them. 

The present war has had its repercussions on rail and road 
transport. The problem of the supply of petrol has become 
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acute and therefore petrol-rationing scheme has been intro¬ 
duced, as a result of which petrol for private use has been much 
curtailed. The railways are, for the time being, practically free 
from road competition, even though they would have liked to 
have their burden shared by road transport at this time. The 
war exigencies have resulted in shifting practically the whole of 
the burden of civil and military transport to railways. Hence, 
the "travel when you must" campaign so widely advertised by 
railway authorities. 

8. Future Development of Roads. The necessity and im¬ 
portance of constructing new roads can scarcely be over-empha¬ 
sized. We are a country of rural civilization and this needs an 
extensive net-work of roads to connect the remotest villages to 
the central places and thus to link them in the local market 
and through it to the foreign and international market. A 
conference of the Chief Engineers of the various provinces and 
important States was held at Nagpur in December 1943. This 
conference recommended the extension of road mileage in 
British India to 40,000, as a part of post-war economic deve¬ 
lopment of the country. The construction of such a net work 
of roads in the rural areas of the country \Vill stimulate agri¬ 
cultural production, the development of cottage industries and 
the decentralization of large scale industries. In order to open 
up the hinterland and to exploit the natural resources of remote 
places it is essential that a vigorous policy of road development 
should be instituted without delay. The extension of road 
transport facilities at a rapid speed is a necessity because it is 
simply impossible to provide railway transport to the remotest 
corners of the country. Besides road construction is much 
cheaper than railway construction. 

What is Jieeded in the scheme of road construction is that 
it should avoid every possibility of competition with railways. 
All new roads should be constructed with a view to make them 
feeder roads to either the main railway lines already in exis¬ 
tence or the Grand Trunk Roads which traverse the length and 
breadth of our country. 

The necessity of improving road transport has already been 
realized by the Central and Provincial Governments. The 
Central Government appointed the Road Development 
Committee in 1927 to make recommendations on the develop¬ 
ment of road system in the country. Road Boards have been 
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established in various provinces; e. g,, Bombay, Madras, the 
Punjab and U. P. A*special Road Fund has been created for 
the construction ol roads since 1929 when the import and excise 
duties on motor spirit were increased from 4 annas to 6 annas 
per gallon and the proceeds from this increase in duties were 
required to be applied to the construction of roads by the 
Central as well as Provincial Governments, the latter to share 
this revenue on the basis of the consumption of petrol in their 
respective provinces. The total amount of allocation to various 
provinces from this fund from 1929 to the ist April, 1942 stood 
at Rs. 1,07,015 lakhs. 

Recently there has been a move for the establishment of an 
automobile factory at Bombay with a view to encoitrage motor 
transport. But for the outbreak of war, the factory would 
have been established by now. It may be hoped that after the 
termination of hostilities it will be established without delay. 
It is gratifying to note that the Government has now (1944) 
granted sanction to two provincial groups of industrialists to 
raise spare capital for the establishment of an automobile 
industry in India. The actual work however is not likely to be 
started until after the end of hostilities. But plans may be 
perfected during the war. 

WATER TRANSPORT 

9 . Internal Waterways. Waterways are generally divided 
into two categories, i. e., internal waterways and ocean water¬ 
ways or marine transport. Before the advent of railway era 
inland waterways constituted a very important means of trans¬ 
port in India. Comparatively speaking, however, canal navi¬ 
gation in India has not been developed to the extent as in 
Great Britain. There are few navigation canals in India, e.g,, 
Ganges canal from Hardwar to Cawnpore, the Buckingham 
Canal parallel to the east coast in Madras and half a dozen 
minor canals in Bengal. The mileage of rivers in Northern 
India is estimated at 26,000. But these rivers flow either in 
torrents during the summer or become merely strips of shallow 
water during the winter and therefore satisfactory navigation 
cannot be conducted in them. Though water transport is 
cheaper than land transport and canal navigation can be 
improved by widening and deepening the existing canals and 
constructing more suitable canals for this purpose, but such a 
venture does not appear to be economically sound. India 
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needs her canals more for purposes of irrigation than for trans- 
portation. For transport she has to.depend on roads and 
railways. All this leads us to conclude that we do not and 
cannot have a sufficient and an efficient system of internal 
water transport in our country. 

10- Marine Transport, The importance of external water¬ 
ways to India has been well depicted by Mr. S. N. Haji, who 

says : "A country set like a pendent among the vast continents 
of the old world, with a coastline of over 4,000 miles and a 
productiveness of numerous articles of great use, unsurpassed 
elsewhere, is by nature meant to be a seafaring country." India 
has been as a matter of fact, a great seafaring country since the 
times immemorial. Her ships visited the ports of the ancient 
empires.of Abj'ssinia and Phoeneciaand later those of the Greek 
and Roman Hmpires. She was known as one of the leading sea¬ 
faring countries till the beginning of the nineteenth century; her 
shipping industry was very efficient and the ships built in India 
were more efficient and less expensive than those built in Eng¬ 
land. But this flourishing industry of the country has been 
deliberately crushed by the selfish policy of the East India 
Company and the scanty regard shown to it by the alien 
Government of India. She has been reduced to the position 
of such helple.ssness and utter dependence that at present only 
25 per cent of her coastal trade and, 3 to 4 per cent of the 
ocean trade is conducted in her own vessels. She has to pay 
about Rs. 60 crores annually for the carriage of her goods to 
foreign countries. 

Attempts have recently been made to improve the situa¬ 
tion in this regard and in accordance with the recommenda¬ 
tions of the “Indian Mercantile Marine Committee" appointed 
in IQ33. the Government has set apart a training ship 
“Diifferin" for training cadets to man and officer Indian Mer¬ 
cantile Marine. But this very meagre provision is inadequate 
to meet the huge demand. It is regrettable to state that the 
efforts of Indian legislators like Mr. Haji and Sir Ghaznavi to 
secure suitable legislation for encouraging Indian Mercantile 
Marine hav^e been opposed by the Government and the country 
has been left at the mercy of foreign shipping companies. 

11 . Airways. India occupies a very favourable position 
in aviation and possesses abundant potentialities for the deve¬ 
lopment of this line of transport and communication. The vast 
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plans provide suitable facilities for landing grounds and her 
calm atmosphere and clear .sky makes flying quick and safe. 
Internationally she occupies a central position in the aerial 
communication between the eastern and western worlds 
because all the important international air routes, e.g., the 
British Imperial Airways flying from Hngland to Australia and 
New Zealand, the Dutch lines connecting Holland with Nether¬ 
lands, East Indies, the French system linking France with the 
Indo China, etc., must pass through India. 

We must, however, regretfully state that the possibilities 
of aviation have not been exploited to any appreciable extent 
as training in aviation is too expensive to attract many young 
men. 

There are four major airways in India rendering their ser¬ 
vices for the carriage of mails and passengers. They are : (t) 
Tata Air Lines, Bombay, from Madras via Bellary, Bombay. 
Poona Ahniedabad to Karachi, (ri*) Indian National Airways. 
Ltd., New Delhi, from Calcutta via Chittagong. Akyab, Bassein 
to Rangoon and from Lahore to Karachi via Sukkur and 
Multan; {Hi) Air Services of India, Ltd., Bombay, from Bombay 
to Kohapur via Poona (this service.has now|been suspended due 
to war; {iv) Indian Trans-Continental Airways Service from 
Rangoon to Karachi via Akyab, Calcutta, Allahabad, Cawnpore, 
Delhi and Jodhpur. 

Foreign air services are available to a number of countries. 
Major air services to foreign countries before the present war 
were: India-Greece (Albania, Yugoslavia), India-Italy (Bulgaria 
Rumania and Turkey), India-France, India-England (Northern 
Ireland and Eire). India-Siam, etc.. In 1941 another important 
service, Calcutta-Chunking, was established. Among other 
air services to foreign countries are included India-Malaya, 
India-Dutch Indies ; India-Indo-China, India-Tanganayika, 
India-Australia, India-Kenya, etc. Some of these services have 
been suspended at the present time due mainly to the war 
disturbances. The demand for aircraft caused by the war led 
to the exploration of the possibilities of manufacturing aircraft 
in India. Two Indian industrial concerned evinced interest in 
the matter. Mr. Walchand Hirachand took the matter seriously 
and the Hindustan Aircraft Company was floated in December 
1940 with a capital of Rs. 40 lakhs. A factory w'as established 
at Bangalore. The share capital was raised subsequently to 
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Rs. 75 lakhs, one half being subscribed by the Mysore Govern¬ 
ment. Later the Government qf India also became a partner. 
The company latterly has been taken over by the Government 
for the duration of war. India’s first plane came out for test 
flight in July 1941. 

12. Means of Communication. The various means of 
communication available in India are air service, posts and 
telegraphs, telephones and wireless. The importance of air 
service we have already discussed in the previous section. We 
may now enquire into the relative importance of other means 
of communication. 

Posifi and Telegraphs. The posts and telegraphs services is 
under the control of the Director-General of Posts and Tele¬ 
graphs, whose ofiice is attached to the Department of Com¬ 
munications of the Government of India. For postal service 
the whole of India is divided into eight circles, e.g., Bengal and 
Assam, Bihar and Orissa, Bombay, Central Provinces, Madras, 
the Punjab. N.W.F.P.; United Provinces and Sind and Balu¬ 
chistan. each of the first seven being in charge of a Postmaster- 
General and the last one under a Director. Posts and Tele¬ 
graphs. 

At the close of 1942-43, the number of Posts and Telegraphs 
officials was 122,636 and there were 25.671 post offices and 
159,000 miles of mail lines. During the year 1,370 million 
articles were handled by this department. 

Telegraphs have increased considerably. In 1897-98 there 
were 50,^^>5 miles of line and 155,088 miles of wire and cable, 
while by 3 ist March. 1941, their length increased to 105,300 
and 674.400 miles respectively. 

Telephone service is of recent origin in India. On 31st 
March, 1942. the number of departmental telephone exchanges 
was 293 with 29,600 straight line connections and 5.200 exten¬ 
sion telephones. The number of telephone exchanges established 
by Telephone Companies was 29 with 66,265. 

During the financial year 1942-43, the Posts and Telegraphs 
Department accounted for the total capital outlay of 
Rs. 4.98.75.250 and Rs. 25.05.05.207 respectively. The gross in¬ 
come for the year ending 31st March, 1943, was Rs. 19,30,35,000 
and expenditure Rs. 14,08,64,000, leaving a net profit of 
Rs. 4,51,89,000. 
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Wireless service is also of recent development in India. 
l^adio-Telepone service between India and England was for the 
first time inaugurated on ist May, 1933. Since then it has 
developed quite satisfactorily so that at the present time 
practically every important city in India is in telephonic touch 
with important countries of the world. 

Broadcasting service in India was inaugurated in 1927 when 
the Indian Broadcasting Company was granted a licence to 
establish broadcasting service. This company was dissolved in 
1930 and its operations were taken over by the Government of 
India to be conducted by the All-India Radio. 

There are 9 stations (Delhi, Bombay, Madras. Calcutta, 
Lucknow, Tricbinopoly, Dacca, Lahore and Peshawar) and 15 
transmitters operating in India at present. These 9 broad¬ 
casting centres ate receiving ccnlies as well. The number of 
radio sets operating under licence has increased from 9,275 in 
1938 to 1,80,600 in 1944. 

The special features of broadcasting programmes are music, 
news with commentary on current events, entertainments for 
rural people, market rates, etc. Special programmes are 
arranged to suit the religious festivals of various communities. 

13. Efficiency of the means of Transport and Com** 
munications. Now that we have surveyed the development 
of the means of transport and communication available in India, 
we are in a position to appiaise their efficiency. There is no 
doubt that the various means of transport and communication 
now existing in India compare very favourably to the con¬ 
ditions in the past, but as compared to the needs of the country 
they are not yet adequate. Thousands of the Indian villages 
still remain unserved by railway or road. A large number of 
villages have to go without postal service, while telegraph and 
telephone facilities are luxuries of the urban people. This lack 
of such facilities is responsible for the inefficient system of 
marketing and. to some extent, for the poor economic develop¬ 
ment of the country. We, therefore, need a net-work of rail¬ 
ways. roads, posts and telegraphs in order to provide every 
Indian home with suitable facilities for transport and com¬ 
munication and thereby to facilitate the economic progress of 
society. 

So far as the efficiency of the existing means of transport 
and communication is concerned one may observe that it is 
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quite satisfactory, though there is sufficient room for further 
improvement. Cheap travelling facilities are provided by the 
railways and lorries—-much cheaper as compared to foreign 
countries—and likewise cheap communication facilities by the 
postal service. In the early period of their, development rail¬ 
ways were running at a loss but now they have become a pay¬ 
ing concern and posts and telegraphs are also earning a net 
profit every year. So, judged from the point of view of the 
cheapness of service and financial solvency they appear to be 
quite efficient. If the difficulties and hardships of the third- 
class travel are mitigated, our transport system can become an 
ideal one. With the passage of time it is hoped that all such 
shortcomings will be removed. 

Summary 

Means (»f transport and commnnication arc very important for the 
economic development of a country. Railways, roads, waterways and airways 
represent the main means of transport in India. 

With respect to railway mileage we rank third in the list of various 
coantrios of the world, with more than 40,000 miles of track. The develop¬ 
ment of railways is not yet a csntory old in India. They have been con- 
straotecl nnder <litferciit systems. In the early period—from 1959-69 they 
were constrtictod under the Gunvantee ai/siem, which assured the payment of 
a certain amuutit of interest on the investment of capital by British com¬ 
panies, as local capital was not coming forth. From 1869 to 1879 is known the 
period of Stale construction and mnnaffetnent, as railways during this decade 
were constructed by the government. The new guarantee sgslem was ushered 
in 1879 and it extended to 1900. During this period railways were constructed 
under contracts with liberal terms. Since then financial position of the 
government has improved and a certain sum has been ni>minally allotted to 
the extension of railways. 

The construction for railways has proved economically beneficial so far 
as it has broken the isolation of the country, has mitigated the severity of 
famines, and has encouraged the development of large-scale industries. But 
it has likewise proved harmful in so far as it has destroyed our cottage 
industries and has exposed our large-scale industries to the competition from 
highly developed foreign industries. “ 

In the development of roads India lags far behind other countries of the 
world. The total mileage of motorable road.s is 238,000, of which only 115,265 
miles are open to traffic throughout the year. The necessity of further 
extension of road construction is evident. New roads should be constructed 
with due consideration of making them feeder agencies to the already existing 
system of railways and roads. 

Our internal waterways are very scanty and there is no much scope 
for their further development. The position of our merchant marine is also 
hopeless. There is, however, good scope for its development if the government 
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adopts favourable attitude. A good deal of saving can be realized if our 
foreign trade is conducted in our own ships. Half*hearted measures adopted 
by tbo government for training the Indian youth in marine transport are very 
inadequate. 

A.I.R. transport in India is of recent origin but it is brought with 
tremendous potentialities. At present there are four major airways operating 
in India. Air service to a number of foreign countries is also available. 
Among means of communication, posts and telegraphs, telephones, wireless 
and broadcasting occupy important place. All these means are found in 
India, but Judged from the size of the country and her population they are too 
inadequate and therefore need further extension. 


1. Explain the importance of well developed means of communication 
and transportation for the economic progress of a country. P.U. 1935. 

2. Has the development of railways been beneficial to India ? 

8. How has the development of the means of transport and ooramuni*- 
oation affected the Punjab village ? 

4> Discuss the controversy about the state versus private .management 
of railways. 

6. On what ground has the government policy of railway construction 
been criticized 7 

« 

6. Has the lorry transport successfully established itself in India vis^a^vis 
railway transport 7 

7. Write an essay on the raihruad competition, suggesting remedy. 

6. How far do you think is merchant marine a necessity for India? 

9. Describe briefly the various means of communication existing in 
India. 

10. Draw a map of India showing the routes of all transport. P.D. 1941. 

11. How has the development of the means of transport in India 

afiected: (a) Old cottage industries, fb) agricultore, (c) and daily consumptioci 

of tl«e villages ? P.D. 1943. 
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DOMESTIC TRADE OF INDIA-MARKETS AND MANDTS 

1. The Rise of Markets. Individuals and communities no 
longer live in isolated self-sufficient units. When wants were- 
few and simple it was not difficult for a family or an individual 
to produce all that it wanted. Wich the progress and advance¬ 
ment which is a feature of our times wants have had a tendency 
to multiply. This brought about interdependence, which means 
that we let others have what we can produce and in turn 
depend on others for the things that they produce. In other 
words the idea of specialisation comes in and each individual or 
community begins to produce only such goods in the production 
of which it enjoys certain special advantages. 

Specialisation necessarily brought with it the need for 
exchanging our products with the products of others. In order 
to carry out mutual exchange of products it became necessary 
to evolve the machinery for doing so. To begin with a con¬ 
venient and central site was fixed where people could get 
together to dispose of their surplus goods and in return got 
their requirements. This is how the markets first appeared. 
These were in the form of what might have been called bazars. 

2 . Specialisation in Markets. In some cases no perma¬ 
nent market places came into existence and exchanges were 
carried out at fairs held periodically. A later development 
resulted in the introduction of the idea of specialisation in 
respect of exchanges when certain localities came to be associated 
with particular coinmodities, e. grain market, vegetable 
market, cloth market are familiar names to us living in big 
towns. 

At any rate when a place was fixed, people knew where to 
go for exchanges. Thus the term market was originally asso¬ 
ciated with a particular place. However, with the extension of 
exchanges into the international sphere, it no longer remained 
possible for producers and consumers to meet together frequent¬ 
ly at a certain place. They learnt to make use of the means of 
communication which came to be developed in the shape of 
telephones, telegraph and postal service. This development 
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resulted in the modern conception of a market in which we do 
not think of it in terras of a particular place or locality but just 
the contact between producers and consumers, for every pro¬ 
ducer is also a consumer of the goods of others. In a goods 
market, buyers and sellers of goods compete freely with one 
another and the price of goods is determined as a lesult of the 
inter-action of the forces of supply and demand. 

Thus in a broad sense a market may be regarded as a device 
through which co.isuniers are brought into touch with the 
producers. 

It will, however, be well to remember that the producers 
do not always come in touch with the consumers directly. 
Usually there are middle men standing in between, who perform 
a useful and important service. In a good marketing organi¬ 
sation there must not be too many middlemen and their remu¬ 
neration must be reasonable. The efficiency of the marketing 
organisation will, of course, depend on the development of com¬ 
munication and transport. There must also be efficient supply 
of finance, warehouse facilities and uniform weights and 
measures in a goods market. A perfect market is one'^in which 
buyers and sellers are in full competition with one another and 
where uniform price tends to prevail. 

3 . Marketing in India- Let us now examine the marketing 
organisation in India and see how far it conforms to these 
essentials. India being predominantly an agricultural country 

the marketing of agricultural produce deserves our foremost 
consideration. 

It has to be admitted straightaway that the marketing 
organisation in this country is far from being perfect. One of 
the reasons is that India is a country where the means of 
communication are not properly developed and the contact 
between the buyers and the sellers is not easy to establish 
This prevents the force of competition from having its free play* 
The farmer has to part with his produce on terms which are 
le^t favourable to him. In the first place, he sells at a time 
when every one is out to sell and prices are naturally low In 
the second place, full advantage is taken of his ignorance and 
simplicity by those who have more wits than he has If bet¬ 
ween the farmer and his consumers stand a number of middle¬ 
men. who. under the prevailing conditions, have made them¬ 
selves more or less indispensable and each one of them tries to 
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make as much as he possibly can, partly at the cost of the 
consumer but mostly at the cost of the farmer. Coming to 
actual facts we find that more often than not the farmer sells 
his produce to the village bania to whom he is bound in debt. 
So that his produce goes towards the payment of interest on 
loans and perhaps some of it towards the repayment of the 
loans. If the farmer is fortunate enough not to liave borrowed 
money in the past, and this is very rare, be might sell his pro¬ 
duce to the travelling buyer who goes from village to village 
buying on the spot for cash. Indeed very few farmers have the 
means and leisure to carry their produce to the centres of con¬ 
sumption. From the village bania or from the travelling buyer 
the produce goes to the wholesale dealer and from there to the 
retail dealer and thence to the consumer. At every stage a 
charge is made to compensate the middlemen concerned for his 
trouble, and this charge is invariably high and disproportionate 
to the value of the service rendered. But this is not all ; the 
poor farmer is also deceived in the matter of the Weighing of 
produce and in the matter of calculating the price thereof 
because he is both ignorant and illiterate. There is no uni¬ 
formity of weights and measures. Nor there are any ware¬ 
houses, in which the farmer can store his produce to take 
advantage of better prices at later times. Financial facilities are 
conspicuous by their absence and several undue deductions are 
made from the proceeds of the sales. The farmer puts up with 
all this because be has no other alternative open to him. 

It is thus apparent that agricultural marketing in India 
lacks practically all the essential requirements of an efficient 
marketing system. 

4, Mandis- A mandi is not quite the same as a market 
in the economic sense as it refers to a place. A mandi is strictly 
local in its scope and serves a limited area. We have a very 
large number of mandis in India which vary in character and 
importance not only from Province to Province but also in 
different parts of the same province. At the one end of the 
scale are highly organized mandis like Hapur in U. P. and at 
the other, smaller village mandis (private) having no organi¬ 
sation worth the name, e. g. in Bihar and Orissa. 

The establishment of mandis in rural areas has been a great 
step forward in the provision of marketing facilities. Those 
who have lived in or visited rural areas during the harvesting 
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season have no doubt noticed fully loaded bullock carts or pack 
animals slowly moving along the road from the villages to the 
nearest mandi. A maudi is usually established in a central place, 
where it can be accessible to the villages round about : and 
generally serves an area of about 15 to 20 miles. It is a place 
which is well connected by means of rail or road with other 
parts. 

5. Mandis in the Punjab. The Punjab has about 200 
raandis. A mandi is a collection of shops usually built in a 
square or rectangular formation. In the other type of mandis, 
such as Gujjar Khan, Fazilka, shops are built anyhow. Usually 
shops have a big pucca platform in front where agricultural 
produce is heaped up before it is weighed and put into bags. 
Here also it is open to the inspective customers. These shops 
are run by dealers who undertake to sell the produce entrusted 
to them on a commission basis. They are known as “Kacha 
Arhitiyas.'’ They make the payment to the seller after the 
bargain is struck with some buyer even though they do not 
receive payment from the buyer till some time after, i, e. when 
goods are sold on credit for a definite period. There are some 
dealers who buy the produce offered to them on their own 
account. They are known as ‘ Pacca Arhitiyas.” If they trans¬ 
act both kinds of business they aie called “Kacha-Paca 
Arhitiyas.” 

When the experiment of colonising fresh areas of land was 
undertaken by the Punjab Government the question of the 
marketing of agricultural produce, among other things, received 
the careful attention of the authorities. Care was taken to 
establish mandis ^o as to make them easily accessible to the 
colonists. The result was that it became possible for the new 
settlers to carry their produce direct to the mandis. We have 
flourishing mandis like Okara, Montgomery and Uyallpur. 

It has to be mentioned in this connection that the lack of 
metalled roads in the rural areas considerably adds to the 
difficulties of the cultivator. Kacha roads become impossible 
during wet weather and getting a bullock cart through is 
extremely difficult. 

Besides the bullock cart other means of transport used for 
carrying the produce are horses, mules, donkeys and camels. 
So far as cotton is concerned bullock cart has been found to 
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be the most suitable as it prevents it from being squashed or 
crumpled. 

ti. Description of the Mandi Procedure. When the seller 
of the produce arrives in the mandi he carries his load to the 
shop of the agent (or arhitya) with whom he has dealir*gs. 
Here he unloads his produce on the platform in front of the 
shop. If it is cotton it is allowed to remain in the cart. In 
unloading he is assisted by labourers known as palladurs who 
are to be paid at the rate of 1/2 price per bag. 

Sometimes the produce is sold as soon as it arrives. At 
other times it has to be stored up for a while before customers 
can be found. In case the produce has to be carried to the 
store room the paVadars do so and have to be paid at the rate 
of one pice per bag. A similar payment is due to them when 
the produce is again moved out later on from the store room 
to the platform. 

When the produce is being exhibted on the platforms, the 
brokep go round, carefully inspect the produce and try to stiike 
bargains with the commission agent on behalf of the purchasers. 
Thus in the actual bargain neither the seller nor the buyer 
make their appearance, the former being represented by the 
commission agent and the latter by the broker. A broker (or 
a dalnl) receives his commission from the buyer on whose behalf 
he acts. The only stock in trade of a broker is a notebook and 
perhaps a towel which he carries on his shoulder. He has no 
set place of business and is on the move practically the whole 
time. Somehow an objectionable practice has sprung up of 
dealer and broker settling rates secretly through signs by hold¬ 
ing each other’s hands under the cover of a cloth. The broker 
by means of certain signs conveys his offer and the agent gives 
him his quotation. This being so even if the buyer and seller 
were present they would know nothing about the terms of the 
bargain. This process of secret negotiations is often repeated 
several times with different brokers before the final bargain is 
actuall strucky. But once a bargain is struck the responsibility 
for looking after the produce is shifted on to the purc.iaser and 
the seller or his agent is no longer responsible for any damage 
done to it through whatever cause. Therefore the buyer takes 
the earlie.st opportunity of removing the goods under his own 
custody. He (the buyer) needs his own palladara (labourers) 
with empty bags. Helped by the palladars of the seller’s agent 
they weigh the whole lot, fill it up in bags and remove it. 
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In case of cotton the procedure is slightly different. Cotton 
is purchased by the local factories or even when purchased by 
others it has to be taken to the factories for being ginned 
(separation of cotton seed from the cotton fibre). After the 
bargain has been struck the carts move towards the factory. 
Inside the factory the produce is unloaded and weighed. If in 
the course of weighing it is discovered that cotton in the lower 
layers is of poorer quality than that placed on top, which for¬ 
med the basis for settling the price then a deduction is made to 
compensate the buyer. This deduction is known as “watta." 
The charging of “watta” is a healthy check on the malpractices 
frequently resorted to by the sellers. This safeguards the 
interest of the buyer. But sometimes taking advantage of his 
position the buyer may want to make a deduction (watta) even 
when there is no real cause for doing so. In such a case it is 
open to the seller to re-load hisgadda and take back his produce. 
But more often than not the poor farmer submits to the deduc¬ 
tion in his anxiety to get rid of the produce and to get back to 
his work. So that the seller does not always get a square deal 
and the buyers prove too clever for him. 

7 . Fraudulent Practices. This is not the only way in 
which the ignorant and illiterate seller is imposed upon by the 
clever buyer and his agent. All sorts of charges are made on 
one excuse or the other at the expense of the poor cultivator. 
For example, a special charge for weighing the produce, a 
charge for charitable purposes, a charge for the shopkeepers’ 
apprentices and so on. Of course these charges vary not only 
from mandi to mandi but also from merchant to merchant. 
The total of charges made comes to about 2/-to 3^- per cent. 
The following table shows the actual charges made in the two 
well known mandis of the Punjab.* Besides in respect of 
weighing and pricing the cultivator does not always receive a 


ir deal. 

Lyallpur 

Ferozopore 


K.S. a. 

P- 

lU. 

a. p. 

Commission 

... 0 12 

6 

1 

9 0 

Weighment 

... 0 3 

9 

0 

10 0 

Palladari 

... 0 3 

9 

0 

0 0 

Brokerage 

... 0 1 

3 

0 

0 a 

Sbagirdi 

... 0 l 

3 

0 

0 0 

MiscelJaneoas 

... 0 13 

6 

0 

iS G 

Dbarmao 

... 0 2 

3 

0 

2 0 

Ohaashala 

... 0 0 

3 

0 

0 0 

• Total 

... 2 5 


3 

4 6 

•Economic Problems of Modern 

India — /?. MhA- 
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liere that weight measures used in 
different areas vary a good deal and make the problem of 
marketing highly complicated. They cannot be fully understood 
even by an educated person not to talk of the illiterate and 
ignorant farmer. The recent legislative enactments aim at 
bringing about uniformity in this respect. 

8. State Regulation of Marketing. Realising the help¬ 
lessness of the cultivators the Government of India on the 
recommendation of the Royal Commission on Agriculture have 
set up, since 1934, a department to remove the prevailing evils 
in the marketing organisation and to facilitate the disposal of 
agricultural produce, on the terms most advantageous to the 
producers. The department which is associated with the 
Imperial Council of Agricultural Research, consists of a Marke¬ 
ting Adviser, three senior marketing officers, three marketing 
officers and twelve assistants. Besides, each province has its 
own marketing staff under the Director of Agriculture, who 
make a special study of the problems of marketing in their 
respective provinces and evolve suitable measures for solving 
the same. A good deal of useful work has been done in the 
way of market surveys and the grading of agricultural produce 
with a view to facilitate marketing. 

The recent marketing legislation passed in the Piinjab (The 
Punjab Agricultural Produce Markets Act, 1939) aims at regula¬ 
ting the conditions of mandis and at securing a fair deal for the 
Punjab cultivator. Under this Act Marketing Committees have 
been appointed to look after the affairs of mandis. These 
consist of S to 16 members the majority of whom represent the 
agriculturists. They exercies the following functions:— 

(a) Controlling weights and measures. 

(b) Granting licences to dealers, and weighmen. 

(c) Fixing the Commission and other charges made for the 
produce sold through the Arhitiyas. 

9 . The Co-operative Sales Societies. It is noticed thus 
that in the matter of marketing his produce the farmer very 
often labours under serious disadvantages. The Co-operative 
Department aiming at the betterment of the condition of the 
agriculturists has not been slow to recognise the tact that provi¬ 
sion of suitable marketing facilities is the key to rural pros¬ 
perity. Co-operative Sale Societies have been established 
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which iindertake to sell the produce of their members on char¬ 
ging a nominal commission, thus enabling them to escape 
numerous deductions, and exactions levied in the inandis. The 
Co-operative Sale Societies are also in a position to hold up the 
produce of their members for a while, if necessary, to await 
favourable prices. In the meantime advances are made to the 
members to tide over their immediate needs on the security of 
the produce left with the Society. So that there is no need for 
the seller to be in a hurry to sell and this confers on him a 
certain amount of bargaining power. The Sales Society is an 
organization run and controlled by the members themselves 
for their own benefit. They derive their strength through 
union and co-operation. Co-operative Sale Societies exist in 
Bombay, C.P.. Madras and the Punjab. In Bombay the Cotton 
Sale Societies have met with considerable success. In the 
Punjab they go under the name of Co-operative Commission 
shop and undertake kachi arhat. There are more than twenty 
such shops throughout the province. As could be expected. 
Co-operative Sale Societies have met with a good deal of opposi¬ 
tion from the arhtiyas and dalals as they encroach on their field 
of activity. This is one reason why they have not made rapid 
progress. 

10. Co-operative Stores. The Co-operative idea has been 
utilized not only for helping the producers but also the con¬ 
sumers, for every producer is also a consumer of the goods 
produced by others. Consumers form themselves into societies 
with the object of buying their requirements on favourable 
terms by eliminating middlemen and by doing away with 
profiteering. The store buys direct from the manufacturers in 
bulk and therefore has the advantage of buying at reasonable 
prices. In selling its goods the store does not compete with 
the ordinary retailer but sells at the price at which goods are 
being sold in the market, thus making the usual profit ; the 
important difference being that the profits made are returned 
to tne members in the shape of dividends in proportion to 
the purchases made by them from the store. Thus the element 
of profit is absent, over and above this evils like adulteration, 
false weighing, etc., are also kept out because the concern is 
completely controlled by the consumers themselves, in whose 
interest it is to maintain good quality and standards. Perhaps 
some of you are familiar with the co-operative book and 
stationery stores run by some schools and colleges. These stores 
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aim at supplying the requirements of students and are run and 
controlled by the students themselves. The retail store some¬ 
times forms part of a bigger oiganisation and is affiliated to a 

wholesale store. The wholesale store buys from the manufac¬ 
turers in very .large quantities and sells to the retail stores 
The wholesale store is controlled by the retail stores in the same 
manner as the latter is run and controlled by the consumers It 
may be added that the co-operative store has not met with 
much popularity in our country, because a vast majority of our 
people manage to produce most of their requiiements them¬ 
selves and have very little to buy from outside. It is only in 
the urban areas that one comes across such stores. 

11. The Functions of Merchants. Notwithstanding all that 
has been said the meichant or middleman plays a very impor¬ 
tant role in the marketing arrangements. The service he renders 
is one of an essential nature under the present organisation. 
Without the intervention of a merchant the producer will find* 
it ver3' difficult to get in touch with his consumers. It is 
because of the presence of a merchant that the producer can 
devote his entire attention to bis industry without having to 
give much thought to the disposal of his proauce. A nteichant 
is well up in the matter of settling prices and striking bargains. 
He keeps himself fully informed about the movements of prices 
in the woild markets and keeps a careful note of all the factors, 
political, social and economic, which influence the course of 
prices. As has already been said a merchant apart from acting 
as an agent of the seller also at times buys and sells on his own 
account thus creating time utilities. A wholesale merchant is 
the one who buys and sells in bulk. He is a link between the 
producer and the reiail dealer or exporter. The retail dealer 
buys from the wholesale dealer and sells to a large number of 
consumers in small quantities. It is he who comes in touch 
with the final consumer and is in a position to study his habits 
and requirements. His is a very important function of distri¬ 
buting goods over vast areas. For this purpose he may have 
to resort to advertisement or other means of popularizing his 
goods. He must offer sufficient variety of goods to cater for 
the different tastes and inclinations of a large number of 
customers. 

A merchant (beopari) is usually a man of substantial resources 
which he utilises for financing the movements of agricultural 
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produce. But if his own means are not adequate he can always 
borrow from banks or shroffs on the strength of his credit. He 
invests his funds in the purchase of produce at a time when 
prices are low and sells later on at higher prices thus making 
profits. He also advances money to the agriculturists on the 
strength of their produce and thus renders a useful service. It 
is no wonder therefore that the remuneration of the merchant 
is handsome. The only trouble is that it tends to be too hand¬ 
some at times ! His activities being so varied he has to resort 
to borrowing occasionally in order to have necessary funds, 

12. Darshani Hundi. In order to ensure a regular flow 
of funds and turn-over the merchants depend on the facilities 
afforded by the banks in this respect. The usual practice with 
merchants is that when they despatch the produce to the 
purchasing firm they at the same time draw a Darshani Hundi 
or a Demand Draft on that firm. In case the drawee firm is at 
the same place the Hundi is presented direct to that firm and 
the money realized from them on the spot. In case the buying 
firm is at an outstatioii then the hundi is presented to a bank 
which converts it into cash on making a small charge, provided 
the bank has no doubts about the sound financial status of both 
the drawer and the drawee. The bank in turn arranges to realize 
the amount of the draft from the drawee firm through one of 
its branches. The charge which the bank makes is called 
‘discount' and is supposed to compensate the bank for its 
trouble. The Demand Draft (sight bill) or Darshani Hundi, is 
so called because it has to be honoured and cashed immediately 
on presentation. A Darshani Hundi is drawn in the following 
form :— 

SPECIMEN OF DARSHANI HUNDI 

No. 

Presentation Date. 

Shri 

To pleasant and prosperous town Bombay, the abode of 

merit therein to Bhai (brother).written from Amraoti by 

Singhai Motilal Khubchand whose greetings you will be pleased 

to accept. P'urther, a hundi is drawn for Rs.in words Rs... 

.twice of Rs.this double of which, in favour of Bhai 

(brother)...Immediately on the presentation of this 

hundi, you will (please) pay the amount thereof in current coin 
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to the presenter after ascertaining his respectability, title and 
address. 

Samvata.Date (Indian).Date (English) 

Signature, 

12. Muddati Hundi. It is not Uncommon for merchants to 
sell their goods on credit for a period agreed upon before hand, 
(joods may be sold today and the payment may be due some 
time after in accordance with the understanding between the 
buyer and the seller. The credit given may be for a period of 
15. 30- 60, or 90 days. In cases of this kind it is possible for 
the seller to get the money immediately even when the buyer 
does not pay till some time after. This is made impossible by 
the intervention of banks. The seller draws a bill of exchange 
muddati hunt!i on the bu>er for the amount representing the 
value of the goods sold. The bill is handed over to a bank which 
pay the amount in cash to the seller there and then after making 
a deduction on account of interest for the period after which the 
bill is due to mature. Then on the expiry of the period mention¬ 
ed in the bill the bank realizes the money from the buyer. This 
arrangement makes it possible for the buyer to buy on credit 
and at the same time the seller if he is in need of funds can 
get them without having to wait till the maturity of his bill. A 
bill is said to have matured when the payment becomes due 
from the individual or firm on whom it is drawn. 

A Muddati Hundi is drawn in the following form :— 

SPECIMEN OF MUDDATI HUNDI 

No. 

To the pleasant and prosperous town of Bombay the abode 
of merit (therein) Bhai (brother) Manna Eal Karodi Mai written 
from Bombay by Ram Prasad Uttam Chaiid whose greetings 
you may please to read, P'urther a hundi of Rs. Rs. 55 o in 
words five hundred and fifty, drawn upon you in favour of Mool 
Chand Kesri Mai on Chaitsud 12. Sixty-one days after date 
you will (please) pay the amount thereof in current coin to the 
presenter, after ascertaining his respectability, title and address. 

Hundi written on Chaitsudi 12, Saraavat 998. 


ON THE REVERSE SIDE 

Rupees....one-fourth of the amount (is) of (this) four 

times pay.Full amount. 


M. Kfienama harrior Sc^otiable securities in British tndta. 
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A Hundi is the most important instrument for the financing 
of trade and industry and for making transfer of funds from 
one place to another. Money can be handed over to a firm of 
merchants in Eahore who will give you a Hundi drawn on their 
branch or their agents, say, in Karachi if you want to make a 
remittance there. This Hundi can be cashed in Karachi on 
presentation to the drawee. By discounting Hundis banks 
place their resources at the disposal of the commercial com¬ 
munity. Its use pre-supposes some kind of understanding 
between the banks and the merchants. The banks will discount 
the Hundis drawn upon merchants only when they are sure 
about their being duly met at the time when the payment 
becomes due. From the point of view of the banks money 
invested in Hundis involving sound parties is an ideal invest¬ 
ment in which money is not looked up for long periods. It 
remains ‘liquid’. Day after day banks keep on receiving funds 
on account of the maturing bills and these funds are again 
invested in fresh commercial bills and thus this endless cycle 
goes on conferring unfold benefits on merchants. 

Summary. 

Markets have a history behind them. T!ie earliest markets were merely 
meeting places. Slowly they assamed the forms of fairn, which were Irequented 
by the residents of the locality. But with the development of means of com* 
munication and transport the term market has assumed very different meaning 
market now means buyers and sellers competing with one another. 

Marketing organization in India is still of a low type. There are no 
organized markets in the country particularly in her rural sections. The 
producers depend on the mercy of money-lenders to whom they have to sell 
their produce in payment of loans and interest. Those who are free of debt 
take their produce to neighbouring Mandis. 

A A£andi is usually a well defined place, square, rectangular or round 
JP, sometimes just a long street--wiih paeca floors in front of shops. 

The farmers from surrounding villages come to sell their produce. There they 
are rack-rented by the Arhityas {Commission Agents and dalals (brokers), 
iiieso middlemen settle the pr ee among themselves. The producer is informed 
on y 0 the ready-made decision* There are no warehoase facilities where the 
produce can be stored to derive benefit of higher prices at later times. A 

number ef deductions are made from the sale price of the producer, varying 
from 2 to 3 per cent. » e 

legislation in the Punjab has improved conditions to some extent 
ana tne farmer has been assured a fair price for his produce. 

^^'^P^rative Sales Societies and Co-operative Stores are rendering 

. ^o producers and consumers ropectively. They save the 

u emeus profit and thus help the producers to get better prices and con¬ 
sumers to spend less. 



192 


ESSENTIALS OF ECONOMICS 


Merchants perform asefal fanctions. They serve as connecting lines 
between the prodncers and the consaniers, finance domestic trade, assnme a 
good deal of risk and gniJe prodnction along sonnd lines. Most of their 
transactions are financed by means of Hnndis—Parsbani Handis (Demand 
Drafts) and Mudttti‘Hundin (Time Drafts), the former is to be paid on presen* 
tatiun and the latter after the expiry of the stated time. Bat these Hundia 
can be cashed or discounted through banks on a payment of small commission. 


1. Tracethe origin of markets from ancient to modern times. 

2. Give a brief description of the organization and methods of trading of 
any yfandi with which yon may be familiar. Enumerate the various charges 
which a seller has to pay in Mandi (P.0. 1943). 

3. Define Mandi. Describe the different types of Mandi in India. 
(P.U. 1945). 

4. What are the chief functionaries of a Mandi and what are their 
fanctions ? 

6. Enumerate the mal practices prevailing in Indian Maudis. Has any¬ 
thing been done to check them in the Punjab 7 

6. What is a Co-operative Sale Society and how docs it differ from 
a Co-operative Store ? 

7. What are the main functions of merchants 

8. How do merchants finance their transactions 7 Describe the working 
of Hnndis and give the specimen forms of them. 

9. You have to pay Rs. 427-9-3 to Messrs A.N. & B. Write this oat in tho 
iorni of (a) a crossed cheque, (b) a Darghani hundi, and (c) a Promissory note. 
(P.U. 1943) 
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FOREIGN TRADE OF INDIA 

1. Introduction. Thfe development of the means of trans¬ 
port and communication has welded the various countries of the 
world together into one economic unit and specialization in the 
field of production has made them inter-dependent, thus lead¬ 
ing to internat'onal co-operation in economic matters. No 
country of the world, howsoever rich, can be said to be com¬ 
pletely self-sufficient in these days. The United States of 
America is the richest country of the world with her unlimited 
and inexhaustible naturaUresources and yet she depends upon 
other countries for vital articles of consumption. She gets her 
coffee from Brazil, tea from India and China, rubber from 
Strait settlements, raw silk from Japan, etc. The same is true 
of all the countries of the world. No country produces all those 
goods which she consumes or uses in her manufacturing enter¬ 
prises. 

' Modern production is mainly carried on for marketing pur¬ 
poses, so that each country exports her surplus production of 
various commodities to foreign countries and in exchange gets 
various other commodities from them for her home consump¬ 
tion. This leads to a constant flow of goods and services from 
and to each country of the world and thus international trade 
comes into existence. 

2. Growth of India’s Foreign Trade. The history of India’s 
foreign trade dates back from the ancient times, at least 3.300 
B.C., when she had commercial relations with the ancient 
western civilizations. The Greek and Roman times appear to 
be quite recent in the historical record of India's commercial 
activities with foreign countries. Ever since then her commer¬ 
cial activities have gone on uninterrupted by any political 
charge or social upheaval. We are, however, concerned more 
with the recent history of her foreign trade than her ancient 
record in this field. 

The opening up of the Suez Canal in i86g ushered in a new 
era in the development of foreign trade of India. Ever since 
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then thft volume of her foreign trade has gone on increasing, 
A brief summarv of such facts and figures is reproduced below;_ 

Growth of India*s Foreign Trade 

(In lakhs of rupees) 


Period 

Imports 

Exports 

Total 

1862-3 to 1873-4 

33,04 

56,25 

89,29 

1689-90 to 1893-4 

70,78 

104,99 

176,77 

1899-1900 to 1903-4 

84,68 

124,92 

209,60 

1909-10 to 1913-14 

151,67 

224,53 

375,90 

1924-5 to 1928-9 

251,02 

353.51 

604,53 

1929-30 to 1933-4 

161.14 

158,60 

359,74 

1933-34 

117,30 

151,17 

268,47 

1936-37 

127,72 

202,49 

830,21 

1938-39 

152,33 

162,79 

315,12 

1939-40 

165,29 

203,92 

8'^9.21 

1940-41 

156,97 

186,90 

343,87 ' 

1941-42 

173,15 

237,55 

410,70 

1942-43 

110,45 

187,60 

298.08 

1943-44 

118,85 

199,20 

318,05 


These figures show that the volume of foreign trade of India 
increased from a meagre amount valued at Rs. 89,29 lakhs 
during 1862-63 to 1873-74 to a huge figure of Rs. 604,53 lakhs 
(representing the average for five years from 1924-5 to 1928-9). 
Since then the volume began to shrink, due mainly to the 
world-wide depression, till it touched the bottom in 1933 "^ 
when the total w^s reduced to Rs. 268.47 lakhs. Since I 933''4 
there has been a revival, byt it has been seriously hindered with 
the outbreak of war in^939. 

3, Main Exports and Imports- The relative position of 
main articles of exports and imports of India can be judged 
from the following table :— 


Exports 

Exports of India 1942*43. 

(In lakhs of rupees) 

Value 

\of total 

Jate raw and waste 

9.01 

4.80 

Jute, mantifaotiires 

36,38 

19.37 

Cotton, raw and waste 5.29 

2.83 

Cotton manofactores 

46,10 

84.57 

Tea 

31,60 

16.85 

Seeds 

10,56 

5.63 

Leather 

4,81 

2.67 

Metals and ores 

3.92 

2.09 

Grain, poises ft flour 

6,95 

3.71 

Bides ft skins, raw 

3,82 

1.77 
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Exports 

Value 


^\^of total 


Wool, raw & manofactores 

1.49 


0.88 


Fruits Se vegetables 

1,97 


1.05 


Lac 

2.89 


1.54 


Spices 

1,93 


1.08 


Oils 

• • e 

1.37 

• a a 

4 

9 

0.73 

a a a 


Total 

107,60 


100,00 


Imports of India 1942-43 




(In lakhs of rupees) 



Imports 

Value 


%of total 


Cotton & cotton goods 

16,79 


16’20 


Grain, pulses & floor 

30 


0*28 


Oils 

27 78 


25T6 


Machinery & Millwork 

10,52 


963 


Vehicles 

6.08 


5’49 


Instruments, apparatus and appliances 5,71 


6.18 


Chemicals 

4,68 


4'24 


Dyeing & tanning 

3,96 

* 

3'59 


Paper A pasteboard 

1,82 


1*65 


Wool, raw A manufactures 

3,78 


3*42 


Spices 

1,61 


1*37 


Drugs A medicines 

1,47 


1*33 


Hardware 

1.00 


0*91 


Liquors 

1.19 


108 


Fruits A vegetables 

1.11 


102 


Tobacco 

1.33 


1*21 


9 9 4 

9 9 % 


a a • 


Total 

110.45 


100*00 



.4. Direction of India’s foreign trade. We may now en¬ 
quire into the difection of India's foreign trade e.g^, to which 
countries we send our exports and from which countries do we 
receive our imports. 

In 1938-9 we sent 53 '^% of our exports to the British 
Empire countries, of these United Kingdom taking 34‘3®/o. 
The percentage of our exports going to other foreign countries 
in the same year was as follows:—Japan, 8’8% : U.S.A., 8*40/0 . 
Germany 5*00/^ ; France, 3*70/0 : Belgium. 2*50/0 ; Netherlands, 
2*20 /o China. 1*50/0 : Italy, i 5O/0 ; etc. Of our imports we 
received from the British Empire, U, K. contributing 

TT^o^ /o i ioo/q from Japan : 8*50/^, from Germany ; 6*40/. from 
U.b.A. ; 2*30/jj from Iran ; 1*90/0 from Belgium ; from 

Italy, etc. 'o 



196 


ESSENTIALS OF ECONOMICS“i 


As compared to this state of affairs the position of various 
countries in sharing our exports and imports during the five 
years ending in 1913-14 was quite different— 4 i*i®/o of our 
exports went to the British Empire countries, U. K. getting 
25 ‘i®/o ; to Germany ; 7 570 to Japan : 7 * 57 o to U.S.A. ; 

6 ‘ 67 o to France ; 5 * 37 o to Belgium ; 3’9°/(, to China ; 3*5% to 
Austria ; to Italy, etc. In the case of imports the 

British Empire accounted for 69%, U.K. contributing 6*28% ; 
Germany and Java for 6 * 47 o each; U.S.A. for 3 'i 7 o Japan 
for only ; Austria for Z'Z^Jq ; Belgium for i‘9®/o France 

for 1*50/0 ; Italy I'oO/o, etc. 

The foregoing description of India's foreign trade indicates, 
clearly that prior to the last world war United Kingdom over¬ 
whelmingly dominated our import market and she alone 
supplied us with 62*87© imports, while at present her 

position has been considerably weakened, for in 1938-9 she 
supplied us only 3O 570 imports, which is less than half 

of her share during the pre-war days. Japan, U.S.A. and 
Germany have become serious competitors of United Kingdom 
in the Indian market as is evidenced from the increase in im¬ 
ports coming from these countries. They have built up a 
strong commercial organization in India. 

Our export trade continues to be fairly distributed among 
various countries of the world, though British Empire still 
holds a dominant positi<^n and United Kingdom continues to be 
the biggest single purchaser of Indian goods. 

The present war has made important changes in the direc¬ 
tion of our foreign trade. These are given in the last chapter 
of this book. 

5 . Our Balance of Trade. The balance of trade refers 
to the relative amount of a country’s material exports as com¬ 
pared to her similar imports and country is said to have a 
“favourable balance of trade" if her exports exceed imports 
and an “unfavourable balance of trade" if her comtnodity im¬ 
ports are more than her similar exports. Judged from this, 
point of view India has always enjoyed a favourable balancei 
of trade. This is apparent from the table already given. : *' 

In earlier days the belief was held that a country in order 
to grow strong, rich and prosperous must so arrange her indus¬ 
trial and commercial policies as to secure a constant favourable 
balance of trade, for that would lead to continuous flow of 
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precious metals into tbe country. But this was a fallacious 
belief, as it is proved by the fact that India is invariably 
enjoying such a favourable balance of trade and yet she is a 
poor country. This is so because she has to pay huge sums for 
various kinds of services, rendered to her by foreigners, c g. 
freight charges to steamship companies, interest to foreign 
capitalists, who have advanced loans to her, profits of foreign 
businessmen and industrialists carrying on their business in 
India, annuities and interest to railway companies, pensions 
and furlough allowances to British officers who have*served or 
are serving in India, army effective and non-effective charges 
and other expenses incurred by the British Government on 
behalf of the Government of India. The favourable balance 
of trade in modern times is rather a sign of a country's 
economic weakness than her prosperity. It is the ‘favourable 
balance of account", e,g.^ the excessive amount of commodities 
and services exported than those received from foreign countries, 
that counts and has a favourable effect upon a country's 
economic position. Even here no country can aspire to have a 
favourable balance of accounts for a considerable time for a 
country’s exports and imports must balance over a long period 
of time. ^ 


6 . Main Features and Future Trend of our Foreign Trade. 

Ihe main features of India s foreign trade may now be brieflv 
indicated. They are :_ ^ 


{%) The bulk of India's imports consist of manufactured 

goods while her exports are mainly in the form of raw materials 
and foodstuffs. 


(ii) The value of her exports is invariably more than the 
value of her imports. 

(m) Great Britain occupies a predominant place in her 

foreign trade, though imports from there are decreasing since 
the last world war. 


{iv) Practically the whole of her foreign trade is conducted 
in foreign vessels, mostly British, for which she has to pay huge 
sums as freight charges. ® 

(r) The advanced industrial countries of the world are 
eagerly seeking to improve their trade relations with us. 

{vi) Our sea-borne foreign trade is much more than land- 
borne foreign trade. 
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her industries ; that it has brought several soci^., and moral 
advantages, e.g., mutual understanding, diffusion of various 
cultures, civilizations and philosophies, etc. 

On the other hand, it is suggested that foreign trade has 
resulted in the destruction of our handicraft industries by 
exposing them to the competition of machine-made goods ; that 
it has thereby increased the pressure of population on land ; 
that it has destroyed the self-sufficiency of the country and 
has niade her dependent on foreign countries for vital supplies; 
that it has resulted in exploiting the natural resources of the 
country for the benefit of foreigners ; that it has caused a 
constant drain on India's national resources, etc. 

Despite the fact that certain disadvantages have accrued 
from the foreign trade of India, we must not overlook its great 
value. If it is properly guided it can help in the moral and 
material progress of society. 

9 . Foreign Exchange. Foreign exchange is the mechan¬ 
ism through which foreign trade is financed, e.gr., payments are 
made for imports and received for exports. Every country 
has its own money which circulates within her own boundaries 
and serves as a medium of exchange and as a measure of value 
But payments to foreign countries are made in terms of their 
own respective currencies by exchanging domestic currency in 
terms of foreign currencies and this process is known as foreign 

In order to understand how the mechanism of foreign 
exchange operates, we have to know the currencies circulating 
in various countries. Below we give the names of such 

currencies :— 

currency units circulating in various 

COUNTRIES 


Country 

Unit of currency 

Country 

V 

Unit of currency 

Argentine 

Australia 

Austria 

Belgium 

Brazil 

Canada 

Chile 

China 

Denmark 

Egypt 

..X - Peso ^ 

... Pound 

Schilling 

Belga 

Milreis 

Hong Kong 

India 

Italy 

Japan 

Mexico 

• • • 

• • 9 

♦ 9 9 

9 9 4 

9 9 9 

Dollar 

Rupee 

Lira 

Yen 

Peso 

... Dollar 

Peso 

Norway 

Spain 

• 4 • 

• # # 

Krona 

Peseta 

Yana 

... Krona ^ 

Pound 

Strait Settlements 

Sweden 

Switzerland 

9 4 9 

9 4 4 

« « 4 

Dollar 

Krona 

Frano 
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Country 

Unit of currency 

Country • 

Unit of currenoy 

England 

... 'Pound 

Turkey 

• ♦ • 

'Ponnd 

France 

... Franc 

Union of South 



Germany 

... Reichsmark 

Africa 

* • • 

'Pound 

(R.M.) 

U.S.A. 


Dollar 

Greece 

... Drachma 

u.s.sik: 

• • • 

Rouble 

Holland 

... \ Florin 

Yugoslavia 

• • • 

Dinar 


The above list shows that tho names of currencies in se >^eral 
countries are the same, e.^.. Canada, Hong Kong, Strait Settle¬ 
ments and the tJ.S/A. all* have, dollar; Australia, Egypt 
England. Turkey and the Union of South Africa have pound ; 
Argentina and Mexico have peso, etc. This does not mean 
that the value of such currencies is also the same, for we know 
that it varies from country to country. Hong Kong and Strait 
Settlements dollars are less valuable than American or Canadian 
dollars and the French franc is less valuable than the Swiss 
franc. 

10 . Current Rates of Exchange. For understanding the 
meaning of ‘par of exchange" the reader is referred to the 
Chapter on Foreign Exchange in Part I of this book. The 
current rates of exchange fluctuate around the par of exchange, 
varying within narrow limits, known as “gold points," which 
are fixed by the cost of transporting specie from on6 country to 
another. Such rates are applicable to demand draft (D. D.) 
which are payable on demand or on presentation to the drawees 
in foreign countries. 

Telegraphic transfers (T.T.) invariably carry higher rates 
than D.D. because in this case money is at once transferred to 
the foreign centre by means of telegraphic communication, the 
cost of which has to be borne by the purchaser. On the other 
hand, time bills are sold at lower rates than D.D. because the 
payee has to wait for a • certain time to secure the proceeds. 
Then again, the buying and selling rates differ from each other. 
Banks are business institutions and they earn their profit by 
selling exchange at higher and purchasing it at lower prices. 

The rates of exchange are usually quoted to show either how 
much of foreign currency can be exchanged for a unit of domestic 
currency or how much domestic currency has to be paid for 
purchasing a unit of foreign currency. Thus when we read 
“Eondon on New York, 4.12J" it means for one English sterling 
four dollars and twelve and half cents in American money are 
available. Eikewise “London on Bombay, I/6-5/32'* means that 



202 


ESSENTIALS OP ECONOMICS 


in I/ondon to purchase one Indian rupee you have to pay 
1-5. 6-5/32d. in English money. The first method of quoting 
exchange rate is called a "direct*’ exchange method and the 
second "indirect” exchange method. When the units of curren¬ 
cies of both countries are the same and have the same mint par 
of exchange the rate is quoted as "Premium” nr "Discount.** 
For instance, "New York on Montreal, 5®/^ discount” means 
that for a dollar of American money only 95 Canadian cents 
are available and "New York on Montreal, 5®/o premium” 
means that for one American dollar 105 cents of Canadian 
money can be purchased. 

We give below the current exchange rates on various count¬ 
ries as they were quoted on 9th June, 1941, in the Calcutta 


Share Market*:— 

T.T. Ready (selling) la. 5/15’16d. 

T.T. (buying) 1$, 6d. 

Paris (francs per Rs. 100) Unquoted. 

-T.T. New York (Ks. per 100 dollars) selling S33*/4 

T.T. (buyers) 399^4 

D.D. Shanghai (Rs per 100 dollars) 

D.D. Singapore (selling) Rs. per 100 dollars 157^/4 

D.D. Hong Kong (selling) Rs. per 100 dollars 84 

T.T. Japan (Rs. per 100 yen) selling 81^ 

T.T. Japan (Rs. per 100 yen) baying 77^ 

D.D. Java (gaildcrs per Rs. 100) selling 56 

DD. Amsterdam Unquoted 


Summary 

Foreign trade of India has a long history behind it. But her modei-n 
trade activities have been accelerated since the opening of tbo Suez Canal in 
1869. The volume of her foreign trade has increased from Rs. 89.29 crores in 
1862>3 to 1873'4 to Rs. 604. 53 crores in 1924-5 to 1928-9, which is the maximum 

so far attained, 

India exports mostly raw materials and imports manufactured articles. 
In recent times there has been a tendency towards utilizing the domestic raw 
materials in our own industries. 

Most of our exports go to the British Empire countries and the majority 
of our imports come from there. Great Britain leading in both respects. Since 
the last World War, however, our trade with other than the Imperial countries 
has increased. Japan, U.8.A. and Germany have become serious rivals in the 

Indian market. 


•Due to war conditions quotations on enemy countries are not available. 
These quotations refer to the time when Japan had not yet entered war. 
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India invariably enjoys a favonrable balance of trade. This fact, however, 
is a sign of her economic backwardness and financial weakne«s. 

The fiscal policy followed by the Govt, of India has been mainly of free 
trade nature. Since 1923 the policy of Discriminating Protection has been 
adopted and it has encouraged the industrial development of the country. 

Foreign trade of India has advantages as well as disadvantages, it is 
Hnanced through the mechanism of foreign exchange. The rate of foreign 
exchange refers to the price for a unit of foreign money in terms of local 
currency. D. D’s are usually sold at mint par of exchange, D. D's at lower and 
T. T’s at comparatively higher price 

' Exercises. 

1 . Trace the development of India’s foreign trade from the ancient to 
the modern times. 

2. What have yon to say on the foreign trade of India ? What conclu¬ 
sions would you draw regarding Industrial position after reviewing her exports 
and imports ? (P. U. 1935) 

3. Mention some of the main features of Indian foreign trade in recent 
years. (P.U. 1933). 

4. Discuss the advantages and disadvantages of India’s foreign trade. 

5. Write a note on the direction of foreign trade of India. 

6. Write a short note on India’s exports and imports giving the main 
articles of trade, the direction of trade, and any changes in the articles on the 
direction brought about during the last twenty years. How are exports and 
imports of a country paid for? (P.U. 1941) 

7. Name the monetary units of the leading countries of the world. 

8. Will the rate for a D.D. or a T.T. be higher ? Why ? 



CHAPTER XV 

BANKING AND CREDIT . . . 

Village money'-lender. The Indian village money-lender 
occupies a very prominent place in rural finance. He has 
financed the rural community ever since the days of Manu, who 
included money-lending among-the legitimate professions to be 
followed by the citizens of a State^ down to the present day, 
when he is recognised as the backbone of our rural finance. 

The money-lender may be distinguished from the ordinary 
indigenous banker, with whom he is sometimes confused. The 
former usually advances loans only ; while the latter receives 
deposits, grants loans, and deals in hundis. He may also be 
distinguished from a mere investor who ordinarily deposits his 
savings in a bank or invests them in shares or bonds of some 
manufacturing concerns but occasionally lends money on 
interest only to increase his income from other sources. The 
money-lender, on the other hand is an individual who has 
adopted money-lending as his profession and lives on interest. 

There are various kinds of money-lenders to be found in 
India. Important of them are the pakka money-lender], who 
advances loans on the security of some registered docu¬ 
ments, e,g,, mortgages, the kacka money-lender, who does not 
care to have a registered deed as a security but advances 
loans on the basis of personal credit; pawnbroker, who lends on 
the security of some valuables; military money-lender, who 
specializes in financing military regiments ; qisHa, who agrees 
to have his loan repaid on instalment basis ; some special tribes 
taking up this kind of money-lending, e.g,, Kabulis, Patlians, 
Moghuls, Harias, etc., and casual money-lender, who has not 
adopted money-lending as a regular profession but carries it on 
only as a side-activity. 

The Punjab leads the rest of the provinces of India in 
respect of the number of money-lenders. Mr. Calvert estimated 
the total number of regular money-lenders in the Punjab at 
40 000, over 70 per cent of whom reside in rural areas among 
agriculturists. The Punjab Banking Enquiry Committee brings 
the total estimate to 55.600 About the predominance of 
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money-lenders in the Punjab, Mr. Calvert observes in- his 
Wealth and Welfare of the Punjab, “the Punjab is dominated 
by the money-lender to an extent unknown in any other 
province. In the whole of India, excluding this province, the 
proportion of money-lenders to total population is 1.167 > here 
it is i.Too^ Although the whole population of the Punjab is 
only one eleventh of the whole, one-fourth of all the money¬ 
lenders found in British India reside and work here.'\ 

2. Functions of the village money*-lender. We may j:ow 
describe briefly the main functions of the village money-lender. 
He advances loans to agriculturists for agricultural purposes,' 
thus financing people who would never be able to secure accom¬ 
modation anywhere else. He helps the cultivator to tide over 
^rd times by advancing him loans for consumption purposes. 

He provides seeds to the agriculturist at the time of sowing 
Being often a shopkeeper, he provides the villages with their 
provisions of daily requirements. Quite often he purchases 
the surplus produce of agriculturists and sells it in the neigh¬ 
bouring market. Sometimes he cultivates land and is responsi¬ 
ble for remarkable improvements in agriculture, finally he comes 
to the assistance of the villager on the occasion of social 
ceremonies such as a marriage, birth or death and provides him 
with funds to meet such emergencies. 


^ demerits of village money->lender. Though 

the village money-lender is often despised, yet in fairness to 

nirn it must be said that he renders valuable service to the 
village community. He advances loans on personal security 
and thus finances individuals who could never secure any loan 
trom modern banks. He is easily approachable and his services 
are available at all times. In the case of an urgency he may be 
awakened at midnight and will never refuse to oblige his client 
buck a thing is impossible for the modern banks to do He 
^sutnes tremendous amount of risk, in advancing loans to 
i! having no recognized credit and it is not verv seldom 
that he has to suffer a loss due to the inability of his clients to 

w 1 the fbrtune and misfortune of his clients and 

relations with them. If he shares their 
advnn™ ® prosperous times because he is fully lepaid his 

rimes misfortunes in hard 

Lm* 1 payment of bis loans' 

and willingly or unwillingly grants remissions. 
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On the other hand the village money-lender is justly criti¬ 
cised on various counts, e.g., that he charges high rates of 
interest ; that he advances loans for extravagant purposes ; 
that he makes advances without proper investigation ; that he 
manipulates accounts of debtors and insists upon having a small 
balance against them ; that he does not encourage thrift, eco¬ 
nomy, or savings ; that he finances agriculture only and makes 
no provisions for financing trade and, small-scale industries, 
etc. 

4 . Control of the village money-'lender. Due to the 

importance of the village mon^-lender in the field of rural 
finance and the necessity of his existence till better modern 
banking facilities are available to the rural population it has 
been suggested that efforts should be made to improve him 
rather than despise him as an undesired agency. In this respect 
it is suggested that his activities should be carefully regulated .* 
that legal protection should be provided to peasants against his 
unjust and dishonest practices; that he may be brought in line 
with modern banks ; that people should be educated with respect 
to the merits and demerits of productive and unproductive 
loans, respectively ; and that efforts should be made to provide 
improved banking facilities in rural areas. 

We give below the various measures which the Government 
has so far adopted to control the activities of village money¬ 
lender and to improve the facilities for rural finance 

(i) Strict enforcement of the Usury Law. The Usury Daw, 
prohibiting the charge of very high rate of interest, passed by 
the Government of India, has been amended and consolidated 
in igiS and it is now strictly enforced. 

(n) Regulation of Accounts. Various provinces have enacted 
laws with a view to secure regulation of money-lender saccouiit. 
In the Punjab the Regulation of Accounts Act was passed in 
IQ2Q according to which every money-lender is required to 
keep accurate accounts in the prescribed form and has to inform 
his debtors about their respective balance every six months. 

(iti) Registration of Money-lenders. Acts requiring money¬ 
lenders to register themselves with the Government authorities 
have been passed by several provinces, the Punjab Money¬ 
lenders* Registration Act being enacted in 1939 - A s^ll fee 
has to be paid for registration and some fee, which differs in 
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different provinces has to be paid in addition for securing licences 
for money-lending. 

(tv) Regulation of Interest, In most of the provinces 
legislation for regulating the rate of interest has been enacted 
fixing the maximum rate. The Punjab Relief of Indebtedness 
i^t of 1934 fixes the rate of simple interest at 12^/0 forsecur- 
, and for unsecured loans, while in the case of compound 
interest these limits are 9^/0 and 14^/0, respectively. The maxi¬ 
mum amount of total interest which can be charged under 
any circumstances has been fixed in most provinces to be 
equivalent to the value of the loan. c. g,^ cent per cent. 

(u) Protection of Debtors. Debtors are protected in various 
ways. The Debtors Protection Act of 1936 protects debtors 

in the Punjab by exempting the quantity of land required for 

maintenance from sale, exempting the attachment of ancestral 
property, reducing the period of limitation, etc. 

{m) Provision of Cheap Credit. The Co-operative Credit 

Act of 1904 laid the foundation of the Co-operative Credit 

movement in India and it has since developed to a considerable 

extent and provides capital at comparatively cheaper rate of 
interest. ^ 

(vii) Linking Money-lenders to the Banking System The 

Reserve Bank of India Act of 1934 provides for giving facilities 

banks also to private money-lenders who can 
satisty the minimum requirements. 

{viii) Agricultural Credit and Reserve Bank. The Reserve 

"required to organise a special depart- 
meut dealing with the agricultural credit. Efforts are made 

through this department to provide sufficient and cheap credit 

facilities to the agriculturists and thus to prevent them from 
the tyranny of the village money-lenders. 

above measures the enactment of the 

Pnn of Mortgaged Lands Act of 1938 and the 

sevele^ffiw (Amendment) Act of 1938 deal a 

severe blow to the corrupt money-lenders in this Province. 

monev *“dia—Indigenous Bankers. The Indian 

of bank^fh ’ system, consists of two kinds 

K banks and the modern banks. The 

banker IS known by different names, e g.. the Maha- 
3 , near, Banta, Shroff. He occupies a very prominent 
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place in the Indian banking system and it is estimated that he, 
handles 90 per cent of tbe country's banking business. He is td 
be found practically in every village and town ; his existence 
has become absolutely essential, as modern banking facilities 
are available only in big towns and cities. The Shroffs who is 
mostly engaged in financing trade, forms an important link with 
the modern banks. Though he generally operates with his own 
funds but in case of need he secures accommodation from the 
modern banks. 

There are three main types of indigenous bankers, e. g., (t) 
those w'ho are mainly bankers ; {ii) those who are partly bankers 
and petty traders: {iii) those who are mainly traders and 
employ their surplus funds in banking. 

6 , Functions of Indigenous Bankers. The m»in functions 
of indigenous banker are that he finances the movement and 
marketing of crops by means of hiiridi ; he finances agriculture 
through the commission agent and the village money-lender; 
he facilitates the movement of funds, from place to place, he 
finances petty industrialists ; by means of securing deposits, he 
mobilizes tbe potential resources of backward people; quite often 
he works as a trader, a speculator, a broker or a merchant ; he 
is the only agency providing banking facilities to rural people. 

7. Improvement of Indigenous Bankers. Due to the 

important position of indigenous bankers in the banking system 
of the country, it is absolutely essential that they should be 
brought in line with modern banks so that the potential 
resources of the country may be effectively mobilized. They 
should be required to maintain up-to-date accounts, subject to 
the Government audit, the use of cheques or hundis should be 
encouraged, and the practice of prompt payment and receipts 
should be adopted. -They should be educated to organize thern- 
selves on the lines of joint-stock banks by pooling their 
resources so that they can have the advantages of Scheduled 
banks. Without the realization of such improvements, tbe 
banking system caniiot acquire the needed efficiency, as was 
observed by Sir George Schuster, the Finance Member to the 
Government of India, who said “XTntii the vast portion of 
India’s banking and credit machinery which is represented by 
the indigenous bankers, is put into gear with tbe Reserve Bank 
as its central control, it will be impossible for the Reserve Bank 
to exercise full control, of currency and credit of India,.. and 
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it will be equally impossible for the masses of the people.to 

get the full benefits of credit and banking facilities. 

The Reserve Bank of India Act, IQ34 has made a provision 
under which the indigenous bankers are allowed to become 
Scheduled banks by fulfilling the necessary conditions.. They can, 
thus, secure all the advantages enjoyed by modern banks at 
the hands of the Reserv^e Bank of India. 

8. Modern Banking. The development of modern bank¬ 
ing is of recent origin in India. At present the following insti¬ 
tutions consitute modern banking in the country :— 

(1) Reserve Bank of India, (ii) Imperial Bank of India. 
(Hi) Exchange Banks, (iv) Joint-Stock Banks, (v) Agricultural 
Banks, (vi) Postal Savings Banks. 

Reserve Bank of India: This bank, being the central bank 
of the country, is the most important bank. The Reserve Bank 
of India Act was passed in 1934 and the Bank commenced its 
business on the ist April, 1935. It is a share-holders’ (private) 
bank and its share-capital is Rs. 5 crores which has been divid¬ 
ed into shares of Rs. 100 each fully paid-up. 

The Bank has its main offices at Bombay, Madras, Calcutta, 
Delhi and Rangoon. Its operations are divided into two depart¬ 
ments after the fashion of the Bank of England, e. g., the 
Banking Department dealing with banking business and the 
Issue Department which mainly concerns itself with the issue 
,)f notes and their regulation. 

The management of the Bank has been entrusted to the 
Central Board of Directors consisting of 16 members—a Governor, 
two Deputy Governors, four Directors nominated by the 
Oovernor-General-in-Council, eight Directors elected by the 
share-holders, and one Government official appointed by the 
Governor-General-in Council. 

The main functions of the Reserve Bank of India are • 
(i) It possesses the monopoly of note issue ; (ii) regulates the 
currency and credit of the country according to needs; (in) 
receives deposits without interest; (ir) purchases, sells and 
rediscounts, bills of exchange and promisory notes of 90 days’ 
maturity ; (u) purchases and sells sterling to Scheduled banks 
in amounts of not less than Rs. i lakh between is. 5-49/64^. 
and 15 . 6 -^/i 6 d. per rupee ; (vi) renders free service to the 
Government; (vn) advances loans to and may borrow from 
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the Scheduled banks and Provincial Co-operative Banks for not 
more than 90 days and 30 days respectively ; (viii) makes ways 
and means of advances to the Central Government for 90 days ; 
and (tx) conducts open-market operations. 

Agricultural Credit Department is the chief feature of the 
Reserve Bank of India and it is intended to help in agricultural 
finance. 

9 . Balance Sheet of the Reserve Bank. The Reserve 
Bank operates through two Departments, (*) The Issue Depart¬ 
ment, the function of which is to issue notes and keep reserves 
behind notes in prescribed form, (n*) Banking Department, 
through which the Bank carries on its other functions. 

Below is given a balance sheet of the Reserve Bank as it 
stood on September 21, 1945. 

Balance Sheet of Reserve Bank 


Liabi/ities 

Notes held in the Bank 
ing Department 
Notes in circulation ... 


Total liabilities 


as on Sep. 21, 1945. 

Issue Department. 


Rs. Crores 

Assets 

A. Gold coin and 

Rs. crores 

18.35 

Bullion:— 


] 143.74 

(a) Held in India 

44 42 


(b) Held outside India 



Sterling securities ... 

1042.33 


Total of A. 

1086.74 


B. Rupee Coin 

Government of India 

17.31 


Rupees Securities 
Internal Bills of Ex¬ 
change and other 

57.84 


Commercial Papers 

♦ 1 • 

1162.09 

Total Assets 

1162.09 


Capital paid op 
Reserve Fond 
Deposit: — 

(a) Government 

(1) Central Government 

of India 

(2) Goveritinent of 

Burma 

(3) Other Government 

Accounts 

(b) Banks 

(c) Other 
Bills Payable 
Others liabilities 

Total 


Banking Department. 

Rs. crores Assets 


5.00 

5.00 


379.46 

1 00 

23.16 
105 98 
9.91 
2.14 
8.88 

540.63 


Notes 

Rupee Coin 
Subsidiary Coin ... 
Bills Discounted 
(a) Internal 
(bl External 
(c) Government 
of India’s 
Treasury Bills 
Balance held abroad 
Loans and advances 
with Government 
Investment 
Other assets ... 

Total 


crores. 

18.35 

.30 

.04 


3.93 

451.33 


20.30 

6.28 

540.53 
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It is interesting to compare the total notes in circulation in 
the above balance sheet with that on ist of September 1939 
when the war broke out. Notes in active circulation have 
increased during this period from Rs. 182 crores to Rs. 928 
crores. The causes and consequences of this development will 
be explained in our last chapter on the effect of war on Indian 
Economv. 

10- Imperial Bank of India. The Imperial Bank of India 
Act was passed in September, 1920^ and the Bank actually 
came into existence on the 27th January 1921, as a result of 
the amalgamation of three Presidency Banks of Bombay, 
Madras and Bengal. The share capital of the Bank was fixed 
at Rs. 11.25 crores, distributed in shares of Rs, 5 oo each of 
of which Rs. 125 was called up. Its control was vested in a 
Central B^>ard of Governors with local boards at Calcutta, 
Madras and Bombay. Due to the absence of any central bank 
in the country it served as Central Bank and was patronised by 
the Goverainent. It was not allowed to advance loans for a 
longer period than six months or upon security of immovable 
property. Nor was it allowed to discount bills of exchange 
unless they were signed by two persons and it was prohibited 
from doing any exchange business. 

The Imperial Bank of India Act, 1920, was amended by the 
Imperial Bank of India (Amended) Act of 1934, according to 
which it entered into an agreement with the Reserve Bank of 
India to serve as its agency at all places where it had its branch 
offices for a period of 15 years. It is required to maintain its 
branches which were in existence at the time of the commence¬ 
ment of the Reserve Bank of India and in lieu of this it has to 
be piid a sum of Rs. 95 lakhs spread over fifteen years. It has 
172 branches all over India and an office in London also. 

Most of the restrictions on its business have now been re¬ 
moved and it has been authorized to transact ordinary busi¬ 
ness of a commercial bank. It can buy bills of exchange, borrow 
out of India and transact foreign exchange business. The period 
of loans for financing agriculture has been extended from six to 
nine months. 

11. Exchange Banks. The peculiar feature of the Indian 
banking system is that there are special banks for financing 
foreign trade. In foreign countries this business is also transac¬ 
ted by ordinary commercial banks. This was necessitated by 
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the fact that the Presidency Banks were strictly prohibited 
from engaging in exchange business. There are i 8 exchange 
banlis in existence at the present time and all of them are 
owned, managed and controlled by foreigners and all of them 
have their head offices in foreign countries. They are divided 
into two categories, e.g., those doing considerable business in 
India, such as the National Bank of India, Lloyds Bank and 
the Chartered Bank of India, and others which are merely 
agencies of large banks carrying on their business all over Asia, 
such as the International Banking Corporation, the Imperial 
Bank of Persia and the Yokohama Specie Bank. 

Originally the business of these banks was confined only to 
the financing of foreign trade but later they were allowed to 
receive deposits from private individuals and have extended 
their business to the financing of domestic trade as well. The 
total amount of deposits secured by all exchange banks in 
India increased from a meagre sum of Rs. 3 lakhs in 1870 to a 
huge sum of Rs 76.18 lakhs in 1936. In 1941 they had deposits 
of Rs. 106,73 lakhs. 

12. Joint Stock Banks. The growing volume of domestic 
trade of India required banking facilities of modern type which 
were neither available at the hands of the Presidency Banks 
due to their semi-official character, nor from the exchange 
banks which specialized in financing foreign trade. Therefore 
ever since 1863 when the first bank of this type, the Bank of 
Upper India, was established, the growth of the joint stock 
banks has gone on uninterrupted, but for the minor setbacks 
on a few occasions due to the failure of such banks. In 1937 
there were 151 joint stock banks in India having a capital and 
resources of Rs. i lakh. Their total paid-up capital in 1941 
amounted to Rs. 10,12 lakhs, reserve Rs. 6,06 lakhs, and depo¬ 
sits 137,64 lakhs. 

The development of these banks received a special stimu¬ 
lus in the early years of the present century due to the 
Swadeshi Movement, but it was seriously hindered during the 
war time due to the failure of a large number of such banks 
—no less than 95 banks failing between 1913 and 1918. The 
main causes responsible for the failure of these banks were:—(f) 
small reserves ; (if) high rate of interest offered to attract 
deposits: (in) inefficient management ; (iw) dishonesty of 
managers and directors ; (w) ignorance of depositors who could 
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be easily cheated by false balance sheets ; {vi) lack of Govern¬ 
ment control and {vii) lack of co-operation among banking 
institutions. Since the last world war the condition of joint 
stock banks has been quite satisfactory and there have been no 
bank failures on a large scale. The Indian Companies (Amend¬ 
ment) Act of 1936 has strengthened the position of such banks 
so that future failures are made almost impossible. The least 
amount of capital required is Rs. 50,000 and 20 per cent of the 
profits are to be transferred to the Reserve till it equals the 
paid-up capital. 

These banks perform ordinary banking functions, e.g,^ they 
receive deposits ; extend loans for short periods on good 
security; collect bills and drafts ; purchase and sell Government 
securities and stock ; buy, discount and collect bills of exchange 
and hundis and realize pay bills and pensions on behalf of their 
clients. 

13. Agricultural Banks. Agricultural banks constitute a 
class by themselves. The improtant banks of this kind found 
in our country are co-operarive credit societies, unions, central 
banks, provincial co-operative banks and land mortgage banks. 
They devote their activities mainly to the financing of agricul¬ 
ture. More about them has been said in our chapter on co¬ 
operation (chap. IX). 

14. Post Office Savings Banks. The Post Office Savings 
Banks were instituted during the early eighties of the last 
century with a view to encouraging thrift, economy, saving 
and investment among people of small means. They are render¬ 
ing very useful service and the number of such banking offices 
is gradually increasing. In 1943-44 there were 13,000 Postal 
Savings Banks, having Rs. 35,22 lakhs deposits from 3,786,495 
depositors. 

These serve a very useful purpose for people of limited means. 
Some improvements seem desirable in order to enhance their 
usefulness, c. g,, the number of such banking offices should be 
greatly increased. Withdrawal by means of cheque should be 
allowed. The rate of interest allowed by these banks to their 
depositors should be raised to stimulate savings. Finally, the 
maximum limit to depositors in these banks, whi<;h now stands 
to Rs. 5,000, should be increased. 

15. Gener^ Banking Cooditlons in India. Generally 
speaking, banking-facilities in India are far from being satis- 
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factory. In comparison with advanced countries of the world 
she lags far behind in the development of banking institutions. 
India's banking capital amounts to one-tenth of the United 
Kingdom while her area is fifteen times as large. Numerically 
banks are too few in India, there being only one bank to every 

square miles, while in Bngland there is one bank to 
every 13 square miles. The per capita deposits in India are 15s. 
while in Great Britain they amount to £67 and in the U.S.A. 
to £73. 

The various other defects from which the Indian banking 
system suffers are the dearth of industrial banks, the absence 
of municipal and local savings banks which are found in foreign 
countries, a restricted use of cheques, and the lack of Indian 
exchange banks, as a result of which the financing of foreign 
trade continues to be in the bands of foreign banks. Unfortu¬ 
nately agriculture still depends largely on the money-lender for 
finance. 

16. Hoarding Habit. Hoarding refers to the habit of 
keeping wealth in the form oi hard cash specie or gold and 
silver jewellery buried underground or otlierwise kept at home. 
In this respect India is described by western writers as a 
bottomless “sink of precious metals", because it is argued that 
gold and silver once coming into India are lost to the world for 
ever. 


Various estimates have been made about the total amount 
of hoards in India, Mr. H. D. Macleod was the first one to take 
up this subject and he estimated the total hoards of India at 
£300 millions. Lord Curzon placed them at Rs, 825 crores and 
Mr. E. L. Price at £1,000 millions. The latest estimate comes 


from the Report of the Bank for International Settlements for 
I 934 " 35 - vvhich assumes that the gold hoarded in India from 
1893 to 1930 is worth at least Rs. 1,454 crores. 


Why is it that the people of India are addicted to this bad 
habit of hoarding? The main reasons responsible for the hoard¬ 


ing habit in India are many. The country was subjected to 
numerous foreign invasions for centuries together, resulting in 


the feeling of insecurity of life and property. The people of 
India are too ignorant to understand the evils of hoarding and 
their conservatism encourages this habit. The banking facilities 


available to Indian people haye all along been very inadequate. 
The lack of investment facilities due to the industrial back^va^d- 
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ness of the country forces them to keep their surplus balances 
in the form of hoards. 

It must be admitted, however, that hoarding is an economic 
evil and is attended with so many drawbacks. In describing 
the evil effects of the hoarding habit it may be stated (i) that 
capital lies unproductive in the form of hoards and is thus lost 
to society ; (it) that hoarded wealth deteriorates in value ; (iii) 
that the development of a sound system of currency and banking 
is seriously hampered ; {iv) that it also hinders the industrial 
development of the country, particularly in India where capitial 
is already ‘shy’ to come out and ; (y) that hoarded wealth is 
liable to be lost, e. g., it may be stolen by thieves or dacoits, or 
the grand old man responsible for hoarding the family’s fortune 
may suddenly die of heart failure, without giving any indication 
of the location of the hoard. 

Various suggestions have been made for fighting the habit 
of hoarding. It is suggested that the banking organization and 
facilities shotild be improved so that hoards would automati¬ 
cally come out. Increase in investment facilities by adopt¬ 
ing a policy of rapid industrial development will also prove an 
effective remedy. Post Office Savings Banks should be 
particularly increased and the sale of cash certificates should be 
extended. The introduction of gold certificates is also suggested 
as an effective remedy. Further, it is suggested that Special 
Women's Cash Certificates, carrying a little higher rate of 
interest will encourage women to invest their savings in such 
certificates. The acceptance of payment by means of cheques 
by various public bodies—Provincial Governments, munici¬ 
palities and local boards—is also likely to yield good results. 
Finally, it is suggested that National Savings Associations 
should be organized for encouraging thrift, economy and 
investment. 

All these measures will go a long way in fighting the habit 
of hoarding. But the most important is the education of the 
masses of the country into the advantages of investing their 
surplus balances in productive channels rather than keeping 
them in an unproductive form. 

Summary. 

The village raoney-'lender oooQpies a very important poeition in the 
^dian roral The PanJab has the masimnm number of money*lendere 

tbfotfgbont firitisb ifidiaD ProviDces* 
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The main kinds of money-lenders found in India are : Pakka and Kacha 
money-lenders, pawn-brokers, military money-lenders, qistias; Kabnli, Patban or 
Moghal mpney-lenders, etc. 

The money-lender performs various useful functions, e.g., finances 
agriculturist, advances loans on personal security; provides the villagers with 
their requirements as a shop-keeper, improves lands, etc. 

The money-lender is criticized on various counts; likewise bis services 
deserve appreciation on other counts. In order to check his malpractices the 
Government has enacted various measures such as Usuary laws, regulation of 
accounts, registration of nionoy-londers, regulation of interest, protection of 
debtors, provision of cheap credit etc. 

Banking in India consists of two types of institntions, namely, indigenous 
and modern. Among tbe former are included iVahnJans, Sawkars, Bauias and 
Sht offs ; while among the latter are the Heverve Bank of India, the Imperial 
Bank, Exchange Banks, Joint Stock Banks, Postal Savings Banks and Agri¬ 
cultural Banks. 

The indigenous banker finances the rural community and handles 90 p.c. 
the country’s banking business. He finances tbo agriculturist, petty trader and 
craftsman; moves crops and accommodates the needy. 

The Reverve Bank of India is a private share-holders banks, having capital 
worth Rs. 5 crores, divided into shares of Ks. 100 each fully paid up. It is 
administered by a Board of Directors of 16 members and hns five offices at 
Bombay, Madras, Calcutta, Delhi and Rangoon. It is tbe Central Bank of the 
country and is therefore patronized by the Government. 

The Imperial Bank is tbe largest single Bank in India and it serves as an 
agent of the Reserve Bank. It conducts ordinary banking busines, including 
foreign exchange. 

Exchange Rank deals mainly in financing foreign trade but in recent times 
they have taken to ordinary banking business. 

The joint stock Banks, 151 in number, are ordinary commercial banks. 
They finance internal trade, more funds from one part of the country to the 
other, and conduct other type of ordinary banking business. They have shown 
steady improvements, except tbe occasional set-backs due to their failures. 

Agricultural and Postal banks are rendering useful services to the rural 
people ; the former financing the agriculturists and the latter taking care of 
their small savings. 

Generally speaking, banking conditions in India are deplorable. We lag 
far behind the rest of tbe countries in this field. 

The lack of banking facilities is responsible for the hoarding habit of 
people. Economically, this habit is very bad. as it makes the capital unpro¬ 
ductive and retards the all-round economic development of the country. Several 
suggestions have been made to eradicate this habit, e. g., expansion of banking 
facilities and investment channels, women’s Cash Certificates, the use of cheques, 
etc. 

• ■ Exercises. . ■ 

1. “Though generally hated, the village money-lender is--essentially As 
good a banker as auy other ; and the progress of India depends on recognizing 
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his importance and developing his work on modern lines”. Do yoa agree ? Give 
reasons for year answer. (P. D. 1936). 

2 Why does the village money-lender pUy an important role in the 
economic life of the village in India? Is ho indispensable? (P. U. 1945). 

3 . Describe the varioas measures adopted by the Government to control 
the activities of money-lenders in India ? 

4. Assess the position of the indigenous banker in our economy. 

6. Summarize the main features and functions of modern banks operating 
in India. 

6. Hoarding is an economic evil, and so is extravagance. What exactly 
one should do ? (P. U. 1935). 

7. Is hoarding an economic evil ? Give reasons. Have the Government 
taken any steps to discourage or prohibit this practice ? (P. IT. 1941) 






CHAPTER XVr 

NATIONAL INtoME 


vlfc o'JIs '"s™ „ °L; r 

people during one year. Its magnitude depends 

ZT of t>ie people and the extent of thf usi 

made of the natural resources of a country. It measures the 
economic strength and is a direct indication of the ^tandlrd 
of hvmg at which the country can maintain her populaUon It 
serves as a basis for comparing the economic condition prevail- 
mg in various conutnes of the world or economic conditions of 

the same country at different times, thus indicating the degree 
or her economic progress. ® 


T regretted that no scientific investigation is made in 

India to determine her national income from year to year while 
in practically all the advanced countries of the world such 
investigations are conducted by their respective Governments 
This negligence on the part of the Government of India is of a 
very serious nature because itukeeps the people totally in the 
dark about their own conditions. The only estimates available 
in India in this regard are the results of individual efforts 
made from time to time, which cannot be depended upon 
because private individuals cannot be expected to have as 
accurate an information as can be available to Government 
agencies. Nor are such estimates uniform because each 
individual investigator has his own method of working out his 
estimates. But in the absence of any data provided 'bv Gov¬ 
ernment authorities, we have to depend upon such information 
as is available from individual investigations. 

2. Estimates of National Income. We reproduce below 
various estimates of the national income of India which have 
been made from time to time. 


Author 


Dadabhai Naoroji 
Cromer and Barbor 
AtluDBon 
Digby 


Year for which 
Estimate made 

1867-70 

1880 

1695 

1698 


per capita 
income 
Rs. a. p. 
20 0 0 
27 0 0 
89 8 0 
18 8 11 
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Author 


Lord Carzon 
Digby 

Wadift and Joshi 
Shah and Khambatta 
Shiraa 
Bao 


Year for which 
Estimate made 

1900 

1900 

1913-14 

1921-22 

1922 


per capita 
income , 
Rs. a. p. 


30 

17 

44 

74 

116 

65 


Rao ... ... 1931-32 65 O O 

Following is Dr. V.K.R.V. Rao’s detailed statement about 
the national income of British India showing the various 
sources from which income flows. 


Description million of error 

rupees, percentage 

Value of agricultural output ... ... 6,927 

Value of live stock products ... ... 2,683 

Value of Fishing and Hunting produce ... 120 +10 

Value of Forest Products ... ... 92 +20 

^'alue of Mineral Produce ... ... 180 

Income assessed to income-tax ... 21,61 

Incomes not assessed to income-tax of w<«rker 8 

engaged in Industry ... 2,100 +17 

Incomes not assessed to income-tax of workers 
in service of the 6 tate, Railways, Posts and 

Telegraphs ... ... ... 590 +15 

Incomes not assessed to income-tax of workers 

engaged in trade ... ... 1,233 -f-1 

Incomes not assessed to income-tax of workers 

engaged in professions ... ... 416 +20 

Incomes not assessed to income-tax of workers 
engaged in Transport other than Railways, 

Posts and Telegraphs ... ... 283 +20 

Income not assessed to income-tax of workers 

engaged in Domestic Services ... 325 +10 

Miscellaneous items ... ... 7 gQ +10 

Total ... i6,«y0 ^5 ‘ 

Prof. Shah and Khambatta^s estimates for 1921 22 sum¬ 
marised stand as follows :— 


Items 

Net Agriculture Produce 
Forest Wealth 
Fisheries 
Manufactures 
Mineral Wealth 
Buildings, etc. 


Total 


Income in crores 
of rupees 
2097.8 
28 
3.2 
18.6 
28.7 

20.3 

2364.0 ^ 
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These estimates make it clear that the most important 
source of income m India is agriculture and that industries 
contribute only a small percentage of it. This is contrary to 
the conditions prevailing in advanced countries of the world 
where the major portion of national income is secured from' 
manufacturing industries. Another factor which calls for our 
attention is the distribution of the national income in India 
More than one-third of the country's income is enjoyed bv 

about one per cent of the popuJation_(five per cent including 

dependents), more than another third, is enjoyed by another 
one-third of the population (allowing for dependents) • and 6 o 
per cent of the people are left to share about 30 per cent of 
the national income. Our dependence on agriculture is respon¬ 
sible for our low per capita income as compared to several other 
countries of the world. The following table indicates our relative 
position with respect to average income :_ 

Per capita hicomc in various countries'^ 

£per 


Country 

Australia 
United States 
United 

Kingdom 

Denmark 

France 

Germany 


Year 

capita 

income 

Country 

Year 

1924 

98 

Italy 

... 1927 

1932 

89 

Egypt 

1928 

1931 

76 

Japan 

1925 

1927 

55 

U.8.8.R. 

1925 

1928 

41 

Bulgaria 

1932 

1925 

39 

Britieh India 

1931 

of India. 

The 

tables given 

in the t 


£per 

capita 

income 

2i. 

31 

14 

10 

9 

6 


u a^ va aa A V bAAW A V Cl iJIcOZHw 1X1 

India is very low indeed. The true picture of the grinding 
poverty of India's masses can well be imagined by realising the 
fact that even this low figure of per capita income is pulled up 
-fey immense incomes of a very few individuals, who constitute 
an insignificant percentage of the total population. Actually 
there are millions of people in this blessed land of ours who do 
not get even a square meal a day and many of whome die of 
starvation. It appears that the “golden sparrow" of the past 
has turned into a “starving sparrow". 

It must, however, be observed, that in recent times the 
material conditions of our people have improved to a certain 
extent. This fact is evident from the nature of change in the 
daily consumption of our people. As compared to the past, 

Vathfir.Aad.3ori, Indian Economies, Vol. II, 6tb £d., F. 146. 
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there is certainly a greater variety of goods included in the 
family budget of modern families, finer tastes have developed 
and there is evidently a craving for a higher quality of artistic 
goods. An average individual consumes more salt, more sugar, 
more tobacco and far more imported luxuries and conveniences 
than he did a generation back. It is of course true that the 
improvement in the economic welfare of our country has lagged 
far behind that of the progressive countries and we are still 
aptly described as a poor people. 

The main causes responsible for India's grinding proverty 
are : defective outlook on life ; contempt for manual labour ; 
inefficient use of productive resources; lack of industrial 
development ; illiteracy of the people and lack of proper 
appreciation of economic issues of life ; unproductive members 
of society, e.g.. Fakirs, Sadhus, etc. ; unrestricted growth of 
population ; alien Government with its unsympathetic attitude 
towards the material progress of the people ; drain on Indian 
resources ; and unwise consumption. All these drawbacks will 
have to be overcome before the problem of poverty can be 
solved. 

4. Economic Effects of Poverty. The poveity of our 
masses is responsible for so many economic ills. It leads to an 
enforced low standard of living and therefore, inadequate diet, 
weak health, less resistance to disease and consequently high 
death-rate, which cuts short the working period of life. Poverty 
is also associated with high birth-rate, which breeds the popula¬ 
tion faster than a corresponding increase in the means of 
subsistence. All this results in decreasing the efficiency of 
workers as a result of which production of wealth is seriously 
impaired. Poverty also checks the growth of capital and is 
thus a serious hindrance to the industrial development of the 
country. 

The national income of a coantry represents the value of the net total 
goods pmdaced and services rendered daring a year. It indicates the degree 
of general welfare and progress of the coantry. It is also the basis for 
determining the standard of living in a country. 

No statistical data relating to the national income are supplied by the 
Government of India as it is done in advanced countries of the world. "We 
have to depend, for this essential information, on individnal investigations 
conducted from time to time by private individuals of their own accord. The 
highest figure so far revealed is by Findlay Shirras who puts the per-capitc 
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income of India at Rs. 116 for 1922. The most recent estimate is by Professor 
Rao, who pats it at Rs. 65 for 1931-32. 

The major soarce of India’s income is agricaltnre, while in advanced 
oonntries of the world it is indnstry. 

The distribation of income is very nnfair and nneven. Less than one per 
cent of the popnlation enjoys more than one-third of the country’s income. 
More than third is appropriated by 30 per cent of the population, while 
the vast majority is left to share less than one-third. 

The poverty of India is an undeniable fact. A good portion of the 
population saffers from actual starvation. This miserable condition leads to 
horrible consequences. Nothing short of economic revolution can elevate the 
condition of suffering masses. 


1. Assess the importance of National income of a country. 

2. Give an account of the various estimates of India’s national income. 
How far do you think, are they accurate ? 

.3. Write a short note on the distribution of India’s national income. Can 
the situation be improved? 

4. What are the causes of India’s poverty? What is meant by the 
statement that India is a rich country inhabited by the poor? (P.U. 1944). 

5. What is standard of living 7 Has it improved in India during recent 
years ? 



Chapter Xvii 
LOCAE ADMINISTRATION 
district Administration 

unit of administration. The District constitutes 
an administrative unit in British India, All provinces are 
divided into a number of districts, each averaging about 4.500 
square miles with a population of about a million inhabitants. 
There are 267 districts in the whole of British India and in 
every province except Madras, the districts are combined into 
four to six groups, called divisions. Each division is in the 
charge of a Commissioner who is its administrative head and 
his activities in matters of revenue are controlled by a Provin¬ 
cial Board of Revenue or a Financial Commissioner at the 
provincial headquarters. Thus the authority of the Provincial 
Government descends through the Commissioner down to the 
District Officer ; who is the executive head of each district. 

2. The District Officer and his functions. Kach district is 
incharge of an officer who is usually a member of the Indian 
Civil Service and is known as a Collector in the '*Rpgvlaticn'' 
mid a Deputy Commissioner in the "Non Regulation'^ provinces 
He IS the xnost important official, a real backbone of the 
aduiinistration. He occupies a dual position : as a Collector he 
is the head of Revenue Department of the district and as a 
Magistrate he exercises general supervision over the District 
Magistracy. His functions consequently are of a varied nature. 
He IS responsible for the collection of land revenue and other 
taxes and maintains land records and registers ; he settles 
disputes among parties residing in his district; hears appeals 
trom subordinate courts ; manages indebted estates ; facilitates 
loans to agriculturists and administers famine relief. He is 
responsible for the maintenance of peace and order within the 
aistnct ^d therefore acts as supervising authority over Police 
t* a connecting link between the Govern- 

1 people and as such passes the Government orders 
conveys their demands and requests to higher 
expected to keep himself in touch with the 
general conditions prevailing in the district and for this purpose 
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he tours about in his jurisdiction. He exercises supervision over 
the work of all other District Officers who are subordinate to 
him and are posted at district headquarters or sub-quarters. 

The District Officer exercises wide powers within his jurisdic¬ 
tion. He appoints chaukidarSy patwarisy lambardarSy sufaidposh 
and zaildars ; rescruits office clerks ; recommends persons for 
honorary magistrateship and nominates members of the local 
self-governing bodies ; grants seats in darhara ; and recommends 
deserving persons for the award of titles. 

He is assisted by a host of officials at the district head¬ 
quarters as well as at sub-quarters. Among the former are 
Additional Magistrates, Joint Magistrates and Assistant Com¬ 
missioners belonging to the Indian Civil Service and the Deputy 
Magistrates, the Deputy Collectors, Revenue Assistant and 
Extra-Assistant Commissioners belonging to the Provincial 
Civil Services. The latter category includes Sub-Divisional 
Officers, Tahsildars, Kaiiungos, Patwaris etc. 

3. Administrative Departments of a district. The adminis¬ 
tration of a district is divided into various departments, each in 
the charge of an officer with his headquarters at the district 
seat. The main administrative departments are as follows :— 

(i) Judiciary. The administration of justice is entrusted 
to the care of the District and Sessions Judge, who is the 
judicial head of the district. He exercises both original and 
appellate jurisdiction in civil and criminal matters and is 
assisted by Additional Magistrates and Deputy Magistrates. 

(u‘) Police. The law and order is in the charge of the 
Superintendent of Police who has to ensure peace and tranquility 
within the district. In his task he is assisted by Deputy 
Superintendents. Inspectors, Sub Inspectors and Assistant Sub- 
Inspectors of Police. The whole district is divided into a 
number of Police stations known as thanas^ where a reasonable 
number of Police force is stationed to ensure law and order 
withiu its jurisdiction. 

{iii) Education. The District Inspector of Schools is the 
executive head of the education department of the district. He 
supervises the work of Primany and Secondary Schools operating 
within the district and is helped by the Assistant District 
Inspectors of Schools. 

iiv) Public Health, The Department of Public Health is 
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headed by the District Officer, assisted by health visitors. The 
main functions of these officers to improve sanitation, drainage, 
ventilation, etc. With a view to improve the health of rural 
people. 

(y) Medicine, The Medical Department of the district is in 
the charge of a Civil Surgeon, who has to supervise the work of 
all civil hospitals and dispensaries. Assistant Civil Surgeons and 
Sub-Assistant Surgeons are posted at various dispensaries to 
carry on the work of medical relief. 

{vi) Public Works. The District Public Works are in the 
charge of the District Kngineer. He looks after the construction 
of roads, buildings and irrigation works within the district and 
is assisted by a number of overseers. 

{vii) Other Departments. In addition to the aforesaid depart¬ 
ments organized for the efficient administration of the district 
there are some other departments rendering useful services, e. g., 
co-operative, agricultural, veterinary, industries and forest 
departments represented by their respective officers. 

Geographically the district is divided into sub-divisions and 
tahsils, each in charge of Sub-Divisional Officer and Tahsildar, 
respectively. They are mainly revenue collectors and are 
assisted in this task by naib-tahsildars^ kanungos^ patwaris and 
lambardars. 

4. Improvement of District Administration. The district 
administration in India has a great bearing on the general 
development and progress of society. The efficiency of adminis¬ 
tration, therefore, is of paramount importance to the general 
welfare of society. This can be achieved by a very close co¬ 
operation between the public and the Government. To secure 
public co-operation it is essential that a campaign for the 
eradication of illiteracy among the general public should be 
launched immediately so that people may appreciate the value 
of ^-operation in such matters. District officials should 
establish personal contact with the masses and should win their 

This can be done only if they learn to behave like 
public savants. Corruption which is so rampant in practically 
every administrative department, should be eradicated and 
corrupt officials should be given exemplary punishment. The 
-^centration of judicial and executive functions in the District 
. grocer makes him an autocrat and therefore the separation of 
diese functions will be a step in the right direction. 
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VILLAGE ADMINISTRATION 

village communities in 
India have existed since times immemorial. They came into 

existence due to various reasons. €. g., the need for co-operation 

in clearing the jungle for agricultural purposes, for securing 

protection against foreign invaders and wild animals for 

aammistering communal property and for carrying out collective 

social and religious activities. The village panchyai which 

conducted the village administration was a very important 
institution of India. ^ 

The village in the olden days possessed a good deal of 
autonomy in local administration, because the Central Govern¬ 
ment, due to defective means of transport and communication 
could not interfere with its affairs. With the establishment of 
British rule, however, “this autonomy has disappeared due to 

the organization ot local civil and criminal courts, the new 
revenue and political organization, the growth of communica¬ 
tions, the setting in of individualism, and the operation of the 
ryotwari system which is extending even in the north of India”. 
As a result of such forces the old village organization decayed 
and the village panchayats died their natural death. 

Since recent times there is now a tendency towards the 
revival of the ancient village panchayat and these institutions 
are being revived all over the country. In the Punjab the 
Village Panchayat Acts have been passed in 1912. 1921 and 
1930. According to the prevailing law the panchayat is an 
elected body, usually consisting of five members, known as 
panchas and elected by the village people according toprescribed 
rules. Panchayat officers are appointed to supervise the work 
of panchayats. 

The main functions of the village panchayat consist in 
trying minor civil suits and petty cases of thefts, mischief, 
assaults, simple injury, abuse of language, etc. ; the construc¬ 
tion, repair and maintenance of village drains ; care of ; village 
sanitation ; preserving peace and order in the village ; and 
submitting representations to higher authorities about auy 
public complaints. Their decisions are final, there being no 
appeal against their verdicts to higher courts of law. 

6- Village Officials. In addition to the panchayats there 
are several other officials who assist in carrying on the village 
administration. ' There is the village headman, known as 
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lamhardaty patil, patel, etc., who actually collects land revenue 
from the village land owners and remits it to the Tahsildar and 
gets panchotra i.e., five per cent., in the way of Commission for 
his services. He is the connecting link between the Govern¬ 
ment and the general public and is invariably a loyal servant 
of the Government, Then there is the village accountant, 
known as patwari, kulkarni, talati, etc. who maintains all records 
of lands, keeps a map indicating their boundaries and surveys 
village lands. Since the introduction df self-government, he is 
required to prepare the lists of voters for various elected bodies, 
e.g., village panchayats. District Boards and Central and 
Provincial Legislatures. The chaukidar or watchman, conducts 
watch of the village during the nights and serves as a messenger 
to carry the messages of Government officials on tour halting 
in the village. He represents the lowest stage of Government 
machinery and is quite an important personality for the 
ordinary village. Still another village officer is the Zaildar 
who is appointed to conduct supervision over the work of 
village officials in his zail, a jurisdiction covering several villages. 

LOCAL SELF-GOVERNMENT 
7. Evolution of local Self-Government. The local self- 
governing institutions as we have them at present are of recent 
origin in India, though a beginning in this line was made quite 
early. The three presidency towns of Bombay, Calcutta and 
Madras were provided with Corporations in 1687,1926 and 1729, 
respectively. In i 85 o an Act was passed applying to the Whole 
of British India to provide municipal committees for the 
administration of towns and cities. But the Municipal Com¬ 
missioners appointed for the municipal administration were 
all nominated by the Government authorities and therefore the 
Act failed to provide a real measure of self-Government. It 
was after 1S70 during Lord Mayo's Government that some 
importance was attached to the principle of decentralization of 
administration and introducing element in these bodies. A 
subst^tial progress in this line, however, was made only after 
Lord Ripon's strong resolution on this subject in 1882 for a 
Widespread extension of the principle of local self-government 
throughout the country. "Acts were passed in 1883-84 that 
greatly altered the constitution, powers and functions of 
municipal bodies, a wide extension being given to the elective 
system, while independence and responsibility were conferred 
on the committees of many towns by permitting them to elect 
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a private citizen as chairman'\ Practically, however, until the 
Reforms of 1919 the chairmanship and therefore the direction 
01 the affairs of local bodies was vested in the District OflScer. 

The Reforms of 1919 inaugurated an era of real self-govern. 
ment in India. Local bodies are now truly representative as 
they are elected on the basis of a broader franchise and are 
headed by elected non-official chairmen. With a very few 
exceptions in backwards areas, all municipalities and District 
Boards have non-official chairmen. The activities of local self- 
governig bodies are supervised by the provincial department of 
Local Self-Government in charge of an elected Minister. Official' 
control has been greatly reduced and the Government retains 
only certain necessary supervisory powers. “The appointment 
of the Chairman and of some important officers is subject to the 
approval of Government; the constitution of the Committee and 
the proportion of elected to non-elected members is decided by 
it, the budget has to be sanctioned by it ; the accounts of Com¬ 
mittees are to be periodically audited by its auditors, whose 
directions have to be strictly complied with ; and it also reserves 
to itself the power to supersede a Committee in case of incom¬ 
petency. persistent default or abuse of powers, but the details 
of administration are entirely in the hands of the Committee 
itself.” 

The main aims of establishing local self-Governing institu¬ 
tions in India have been (t) to give training to the people in 
the art of self-government; (ii) to decentralize control and 
administration of Government and (tit) to place some respon¬ 
sibility upon the shoulders of people living in certain areas. 
The main forms which the local self-governing institutions have 
assumed are :— 

Corporations. The corporations of the three presidency 
cities, Bombay, Calcutta and Madras were the first to develop 
self-governing institutions in India. Now there is a move from 
every big city to have a Corporation. Lahore has already got 
one. A Corporation is an administrative body brought into 
existence by a special statute and wields larger powers with 
respect to finance, imposition of taxes, borrowing, etc. 

Municipalities. Practically every city and town of a 
moderate size has a municipality. In 1939 there were 781 
municipalities in India with more than 50 per cent, elected 
members. As compared to a corporation, a municipality is a 
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less important body because it does not enjoy so wide powers 
in the field of administration and finance as the former does. 

Notified Area Committees. A Notified Area Committee is a 

miniature municipality, operating within a limited area pres¬ 
cribed for the purpose. Its powers in matters of administration 
finance and taxation are very limited indeed. 

District Boards, A District Board is a rural municipality 
because all those functions which are discharged by a muni¬ 
cipality in a city are entrusted to the care of the District Boad 
with respect to rural area of the District. 

8. Functions of Municipalities. A Corporation, Munici¬ 
pality or a Notified Area Committee all perform identical 
functions differing only in details. The main functions of a 
inunicipahty are divided into two main categories e a 
obligatory and optional. ® 


Among the obligatory functions, which a municipality must 
perform are; (r) Lighting, watering and cleaning of public 
streets and places, (^^) checking of public nuisance, (Hi) protec¬ 
tion against fire, (tv) regulation of offensive trades, (v) securing 

danprous buildings, (vi) construction and 
inaintenance of public streets, drains, wells, tanks washine 
places, markets and slaughter houses, (vii) reclamatioiV 
unhealthy places, (viii) public vaccination, (ix) registration of 
births and deaths. (^) disposal of the dead, (xi) mafntena^ce of 

eStlon <’>spensanes, and (xii) provision for primary 


1 functions, which a municipality may perform in¬ 

clude. (») construction and maintenance of new 'treets ouhiin 
works gardens parks, libraries, halls, offices, rest hous^s"^ etc 
(»•) provision for education above the primary standard-fSi 
keeping of census records; (v) making of surveys ’ ni 

precautionary measures connected with dogs etc. ftin) makini 

arrangements for the disposal of sewage and night soil. ^ 

9. Municipal Sources of Revenue. In order to perform 

various functions entrusted to them, municipalities are^authorir.^H 
to raise funds from the following sources authorized 

taxes on animals and 
vehicles, taxes on professions and trades tolls on road. j 

pSe^l'i conservanS rate, fin^ and 

penalties, interest oU investments, income fr^ pi'operty, e 
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land, houses, taxes on pilgrims, receipts from markets and 
slaughter houses, educational and medical fees, grants from the 
Government, and loans, etc. 

10. District Boards. With the exception of Assam, in all 
provinces. District Boards constitute an important unit of rural 
self-government. Their jurisdiction extends over 89 per cent 
of our.population who live in villages and each District Board 
operates within the limits of its own district. The majority of 
District Board members are elected and some are nominated 
by the District Officers to represent minority interest or other 
interests which have secured no representation through elections. 
The right of electing non-official chairman has been granted to 
District Boards, and it is exercised everywhere except in the 
Punjab, where communal considerations still favour the election 
of the Deputy Commissioner to the chair in most of the districts 
and only in a few districts a non-official chairman is elected. 

With the exception of the Punjab and U.P., everywhere in 
British India are found minor rural bodies, e.g., the Local, 
Taluka or the Circle Board, operating within the jurisdiction of 
the district as subordinate bodies to the District Board, In 
Assam, the whole of the rural administration is conducted by 
Local Boards, there being no District Boards in that province. 
The members of such boards are elected by the rate-payers and 
ill their turn the members of such Local Boards elect all or a 
certain proportion of the members of District Boards. In the 
Punjab and U.P. the elected members of District Boards are 
directly elected by rate-payers. 

11 . Functions of District Boards. Generally speaking, 
the functions of District Boards are similar to those of muni¬ 
cipalities. These are adapted to the different nature of 
circumstances prevailing in rural areas. They are broadly 
classified into the following categories :— 

Economic Functions. The management of all property 
vested in the District Board, the construction, repair and 
maintenance of public roads and other means of transport (in 
Madras the Boards are authorised even to construct light 
railways), the establishment, supervision and care of markets, 
taking of census and the management of famine relief. 

Semi-economic Functions. The establishment and main¬ 
tenance of hospitals and dispensaries, the provision for drainage 
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anU water supply, sanitation, vaccination, education, planting 
of roadside trees, etc. 

In addition to the above functions, a District Board enjoys 
administrative powers over the following: The establishment 
maintenance and management of markets, rest-houses, camp¬ 
ing grounds and other public institutions; the preservation and 
reclamation of soil and the drainage and reclamation of swamps * 
the construction, repair and maintenance of famine preventive 
works; the registration of births and deaths ; the establishment 

and management of cattle pounds; the organization of fairs* 

agnciiltural shows and industrial exhibitions ; and the manage¬ 
ment of public ferries. ® 

12. Their sources of revenue. District Boards derive 

their revenue mainly from land cesses. Besides, the various 

other sources of revenue are: Vehicle and tonga taxes sale 

of trees, property vested iu the District Board, tolls at'roads 

and femes, investments. Government contributions, fines and 

penalties, departmental receipts, e.g., from schools and 

hosfMtals, and professional taxes such as the Haisyaii tax in 
the Punjab. ^ 

13. Causes of slow developments and suggested imorove^ 

The development of the idea of local self-government 

in India has been very slow and even as it exists at present it 
cannot be described -as a success. 

The main causes of this tardy growth and inefficiency are : 
Lack of sound public opinion due to general ignorance of the 
people communal outlook of employees, lack of co-operation 
lack of proper appreciation of the right of casting vote, lack 

'"f I’rovincial Governments, lack of the 

Tight type of leadership, and the indifference of the people 

In order to remove the aforesaid defects from local bodies’ 

the following remedies are suggested: General education of 
the people to enable them to understand and appreciate their 
respective duties and functions, least interference from the 
Government, extension of their financial freedom, granting 

dSeuT compulsory primary education of aH 
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Summary. 

The study of local administration in India can be divided into three 
parts; namely, district administration, village administration, and local self- 
government. 

District is the most important unit of administration. The whole of British 
India is divided into 367 districts. Each of the districts is incbargeofan 
officer of I.O 8. known as a Collector or Deputy Commissioner. He performs 
numerous fanctions in the capacity of revenue collector. District Magistrate, 
and an executive board of the district. 

The administration of district is conducted under various beads, e.g., 
judiciary, police, education, public health, medicine, public works, etc. Each of 
these depai*tment8 is incharge of a departmental head, whose work is 
supervised by the District Officers. 

The whole district is divided into sub-divisions and tehsils, each of which 
is incharge of a sub-divisional officer and tebsildar respectively. 

The district administration is criticized on the ground that the Distiiot 
Officer functions jointly as an executive head and a judicial authority of the 
district. Separation of Judiciary and executive is suggested as a remedy for 
securing better justice to the public. 

The village administration in India is carried out by ' the village func¬ 
tionaries, each as, patwari, iambardar, Zaildar, Sufaidposh, etc. Recently 
village pancbayats of old have been revived. They are entrusted with the 
performance of various fanctions connected with village administration, e.g. 
trying petty civil and criminal cases of thefts, mischief, assault, injury abusive 
language, etc. Sanitation and cleanliness, lighting, drainage, law and order 
etc. 

The local self-government in India is .of recent origin. Not until the 
middle of the last century any step was taken in this direction on a country¬ 
wide scale. The reforms of 1919, however, brought an area of real self-goveim- 
ment in India by making the local bodies really representative of the public. 
The main aim of establishing such bodies has been to give a real measure of 
self-govemment to the Indian people and to train them in this art. 

The main forms which such institutions have assumed are:—Corporations, 
municipalities, notified area committees and district boards. They perform 
legislative functions for their respective jurisdictions. Several other fanctions 
relating to public welfare, improvements and safety are likewise discharged by 
them. In order to perform their respective functions they are provided with 
sources of income varying in nature according to the unit of administration. 

The self-governing institutions in India have had a very slow growth. 
The main cause of this slow development is the ignorance and illiteracy of the 
people and a very conservative policy followed by the Government to help 
these institutipos. 


Exercises. 


are the 


1. Give an account of the district ^adminiMration in the Punjab. ' 
e detects and h'dw t"h*ey can b'e remhdt%d¥ fP.tJ. 1936). —— 


What 
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2 Indicate the manner in which district administration in India can 
become more nsefnl. (P.U. 1934). 

3. Name the administrative department that exist in the district to 
which you belong, and clearly bring oat the way in which they fanction. 
(P. U. 1938). 

4. Describe the economic functions of either a District Board or a 
Municipality with which you are acquainted. Suggest some lines of reforms. 
(P.U. 1932). 

6. Give an account of the village administration in the Punjab and 
suggest improvements (P.U 1935). Describe the organisation of a village of 
your Province. (P.U. 1941). 

6. What are tU^ functions of a Municipality 7 How does it obtain funds 
to discharge those functions. (P.U. 1935). 

7. Are you satisfied with municipal administration in your country 7 If 
not, what improvements would you suggest 7 (P.U. 1934). 

6. Write an essay on the Local Self-Government and their functions, 
finances and problems. (P.U. 1940). 

9. In what ways can an efficient District Administration improve the 
economic life of the country? (P.U. 1937). 

10. How does a Municipality differ from a Corporation, Notified Area 
Committee, or a District Board 7 (P.U. 1942). 
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1. Introduction. Various economic activities are carried on 
in an organized system of Government. In order to perform its 
various functions, the government of a country has to maintain 

ai-- force for her ”xi«na“ 
protection , police, judiciary and legislature for internal peace 

■ railways, roads, posts and telegraphs, telephone 
nd radio for transport and communication ; canals for irri<'a- 
The ■ oolleges and universities for education ; etc e'tc 

The maintenance of all such services requires funds which are 

f,! various sources, e.g. income from property vested 

m the Government or from commercial enterprises operated by 

recefpTs"'etc"’ wfrh indemnities, departmental 

receipts, etc. With a view to make necessary provisions for 

meeting the required expenses, every Government makes^^^^ 

advance an estimate of probable sources of income and items 

of expenditure during the ensuing financial year. Such an 

estimate is known as a budget. We shall study the problem 

of budget with reference to various administrative units of our 
Government. 

2 . Central Budget. The main items of the Central 

Budget, 2.g., revenue and expenditure of the Government of 
India, are as follows :— 


CENTRAL BUDGET FOR 


Revenue 


Principal Heads of Revenue : 
Customs 

Centra] Excise duties 
Corporation Tax 
Taxes on income other than 
Corporation Tax 
Salt 
Opium 
Other Heads 


Revised Estimates 
1942-43 
Rs. 1000 8 

31,00.00 

12 , 6^,00 

29,74,00 

37,36,00 

10,50,00 

88,87 

1.19,96 


Total Principal Hoads ... 1.23,36,83 


1943-44 

Budget Estimates 
1943-44 
Rs. 1000 s 

30,00,03 

25,02,00 

24,80,00 

47.10,00 

9,50,00 

1,08,34 

1.19,21 


1,56,69,55 
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Railways : Revenue as per 


Railway Budget 

65,09,16 

Irrigation 

2.29 

Posts and Telegraphs : Net 


Receipts 

6,24,04 

Debt Services 

85,04 

Civil Administration 

1.04,35 

Currency and Mint 

5,45,90 

Civil Works 

45,28 

Miscellaneous 

2,78,09 

Defence Services 

8,50,17 

Extraordinary Items 

19,07,75 

Total Revenue 

2,32,88,90 

Deficit 

94,66,06 

Total 

3,27,54,96 

Expenditure— 


Direct Demands on the 


Revenue 

5,21,03 

Capital Outlay on Salt 


Works charged to Re¬ 


venue 

14 

Railways : Expenditare as 


per Railway Budget 

44,96,47 

Irrigation 

8,66 

Posts and Telegraphs 

68.51 

Debt Services 

10,15,47 

Civil Administration 

17.11,60 

Currenoy and Mint 

2,11,27 

Civil Works etc. 

3,93,39 

Miscellaneous 

8,08,37 

Defence Services 

1.98,25,17 

Contribution and Miscel- 



laneoas Adjastments 
between Central and 
Provincial Governments ... 2,77,02 

Extraordinary Items ... 

Total expenditare charged 

to Revenue ... 3,27,54,96 

Surplus 


64,70,56 

2,55 

9.21.82 

1,63,89 

1,25,74 

5,13,34 

47,66 

3,93,52 

16,02,25 

14,37,58 

2.73,48,46 

40.58,52 

3,74.06,98 


5.58,73 


1,13 

37,60,58 

9,61 

85,56 

11,45,67 

17,88.48 

1,56,34 

2.88,63 

7,38,45 

1,98,83,25 


2,75,94 

27,14,71 


3,14,06,98 


Total ... 3,27,54,96 3,14,06,98 

3. The Budget for 1944-45. In presenting the Central 
Budget for 1944-45. Sir Jeremy Raisman, the Finance Member 
1 to the Government of India, revealed a deficit of Rs. 02 44. 
crores for 1943-44. The financial position of the Government 
of India for 1944-45 was summarised as follows :_ 
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Civil ezpenditaro 
Defence 


Total Expenditares ... 
Total Bevenaes 


Prospective deficit ... ... r,. 78*21 


Total expenditure on Defence Services amounts to 
Rs. 301*21 crores, of which Rs. 276.61 crores are charged to 
revenue account and Rs. 24*60 crores to capital account. The 
details of revenue position are as follows :— 


Rerentte position 


Basic Normal Bodgiet 

Bs. 

36*77 crores 

Effect of rise ia Price 

• •• Bs* 

15*05 crores 

India's War measures 

B^* 

215*68 crores 

Non-effective charges ... 

• •« Bs* 

9*21 crores 

Total 

a a e 

276*61 crores 

Capital position 

Air Force Airfields 

• a a 

Bs. crores 
10*08 

Capital outlay on industry expansion 


2*00 

Beciprocal Aid, Airfields ... ^ 

* * * 

5*20 

New Constitution of the R.I.N. 

a a a 

1*60 ‘ 

('apital outlay on Tele-communication 
Scheme 


6*80 


Total ... 24*60 


The prospective deficit of Rs. 78*21 crores was to be met 
by taxation and borrowing, Rs. 23*50 crores being expected 
from the former and Rs. 54*71 crores from the latter. 

4. Main Features of 1944-45 Budget. The main features 
of 1944-45 budget of the Government of India may be sum¬ 
marized as follows: 

(i) Increase in surcharge on incomes of Rp, 10,000 to Rs. 
15,000 from 16 pies to 18 pies per rupee and on the balance 
above Rs. 15,000 from 20 to 24 pies per rupee. 

{it) Taxable minimum increased from Rs. 1,500 to Rs. 
2,000. 

{Hi) New excise on tea, coffee and betelnut of 2 annas per 
lb. (Tobacco and Banaspaii ghee were taxed in 1943-44.) 

(iu) Compulsory contribution of practically the whole of 
the excess profit after paying the Excess Profits Tax. * - 


its. 86*57 crores 
Bs. 276*61 „ 


Bs. 863*81 „ 

287*67 
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(p) Increase in Tobacco excise. 

5. Normal Budget. The above estimate of the revenue 
and expenditure of the Government of India cannot be taken 
as normal, because it relates to the war period when defence 
expenditure has risen to very high level and revenue sources 
have greatly changed in their importance. In order to present 
a realistic picture of the Indian budget during normal times, we 
give below a summary of the budget for 1929-30 and 1933-34, 


Reveiioe 

In crores 

Expenditure 


In crores 


of rapees. 



of rnpees. 


1929-30 

1933-34 


1929-30 

1933-34 

Castoms 

51.22 

46.67 

Defence 

55.10 

44.42 

Income-tax 

16.60 

17.13 

Debt-charges 

12.14 

9.66 

Salt 

6.35 

8.5 

Civil admn. 

12.67 

9.58 

Opiam 

2.35 

1.59 

Civil works 


2.07 

Railways 

6.25 

Nil 

Other heads 

11.48 

13.86 

Carranoy & mint 

3.06 

1.23 




Other receipts... 

5.56 

5.51 




Total 

91.39 

80.88 

Total 

91.89 

79.59 


6. Principal Items of Central Budget. Sources of Revenue: 
Customs : The major sources of income to the Central Govern¬ 
ment is customs, i. e., the collection to import duties imposed 
on goods coming from foreign countries. The volume of revenue 
accruing from this source has been steadily increasing—in 1900 
it was Rs. 4.9 crores only ; it rose to Rs. 11,2 crores by 1913 
and Rs. 76.73 crores by 1935-36. Now it has declined to a 
^rtain extent, due to the disturbed conditions of foreign trade. 
This is why the yield from customs for 1943-44 was estimated 
at Rs. 30.00 crores only. 

Income-tax. Next in importance, the source of income to 
the Centra] Government, is the income-tax and income from 
this source has also been increasing constantly. It increased 

Uom a low figure of Rs. 3 crores before the last world war to 

Ks. 47 crores, at which it was assessed for 1933-34. 

Until 1939 tax on income was imposed on the basis of 
ordinary progressive taxation system, but since then a new 
system, known as the Slab system, has been introduced, accord¬ 
ing to which different slabs of income are taxed at different 
rates. Now an additional surcharge is levied due to war and 
the tax-scale stands as follows — 
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(Pies per per Bapee) 


Slabs 

Basic Rate. 

Surcharge. 

TotaL 

First Rs. 1,500 

Nil 

# # 9 

^ A ^ 

Next Bs. 3.500 

9 

6 

9 

15 

„ Rs. 5,000 

15 

10 

25 

t, Rs. 5,000 

24 

16 

40 

Balance of Income 

30 ► 

20 

50 


An individual has to pay no tax till his annual income 
comes up to Rs. 2,000 but as soon as this limit is touched he 
begins to pay tax on income in excess of Rs. 1,500. Corpora¬ 
tion income is taxed at the rate of 2 annas and 6 pies per 
rupee. 

In addition to ordinary tax, super-tax is imposed on heavy 
incomes according to the following scale along with a surcharge 
for war purposes :— 


Slabs Basic Surcharge Total (Rates of Super Tax) 

Rate (Pies per rapeej 


First 

25,000 ... 

... 

• * « 

Nil 



Next 

10,000 ... 

« • • 

• • • 

12 

12 

24 


20,000 ... 

* « • 

• • • 

24 

18 

42 


70,000 ... 

. . ■ 

. . • 

3G 

24 

60 

a 

n 

75.900 ... 

• a • 

• • • 

48 

30 

78 


1,50,000 ... 

• « • 

• • • 

60 

36 

96 


1.50,000 ... 

• • • 


72 

42 

114 

» 

balance of total income 


• « . 

81 

42 

126 


This means that persons having a total annual income of 
more than Rs. 5 lakhs have to pay a total tax and surcharge 
at the rate of 14 annas 8 pies per rupee on the excess ovtr 
Rs. 5 Jakhs. 

In addition to the aforesaid taxes on incomes, a special tax 
has been levied on the excessive profits realized by businessmen 
due to war conditions. This tax is known as Excess Profits 
Tax and is to be paid at the rate of 66-2/3 per cent, c.^., two- 
thirds of the profits which can be attributed to war conditions. 
This E.P.T. is levied on excessive amounts accruing from 
industry and business over a minimum of Rs. 36,000. Including 
the ordinary rate of tax such assessees pay 80 per cent of their 
profits in the form of tax. The budget for 1944-45 requires 
practically the whole of the remaining 20 per cent, also to be 
paid up as a compulsory contribution, which will be refunded 
after the war. 

Salt-tax, The tax on salt is criticized on the ground that 
it is a regressive tax and falls too heavily upon the poor. The 

k 
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Government, however, argue that this is the only method of 
reaching every resident of the country and therefore it con¬ 
tinues. Salt is now taxed at the rate of Re. t and annas nine 
per raaund. 

Certiral Excise, The duty imposed on home-produced goods 
IS known as excise duty such as the duty on the manufacture 

sugar and matches or on the production of tobacco, tea, 

coffee, etc. the proceeds from which are estimated at Rs 2 S 02 
crores for 1944-45. 

Other important sources of revenue of the Central Govern, 
rnent are railways, posts and telegraphs, currency and mint, 
civil administration, etc. 

Expenditure: Defence, A casual look at the items of ex¬ 
penditure shows that defence accounts for the major portion of 
It. Jjurmg normal times it consumes 40 to 50 per cent, of the 
central revenues and during the war times such as at present 
It rises to an extremely high level. Out of a total expenditure 

budgeted for 1944.45 Rs. 301 crores 
account for defence services. This policy of the Government is 
vehemently criticized by nationalists, as it leaves verv little for 
nation-building projects. 


Civil Administration in India is tbe most expensive in the 
world and ^counts for a good portion of the central ex¬ 
penditure. For 1944-45 it is assessed at Rs. 17.«8 crores. 

The payment of interest on national debt 
to some extent constitutes one of the 
important items of expenditure in the central budget during 

provided for this purpos! 


various other items of expenditure in the 

d-ect demands on revenue, civh 

Central a miscellaneous adjustments between 
'-entral and Provincial Governments, etc. 

Budget Budget. During normal times the Punjab 

ditinnc ""P due to war con- 

of budgerhas“n • therefore the volume 

resulted in ’ ^-tcreased revenue has also 

^elow Hn. years. We reproduce 

below the summary of 1944-45 budget. ^ 
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THE PUNJAB BUDGET FOR 1944-45. 

(In thousands of rupees), 



Actual 

Revised Estimates 

Budget Estimates 


1942-43 

1943-44 

1944-45 

Hevenue—^ 

Taxes on income 

87,20 

1.56,00 

1,89,52 

Land Revenue 

8,21,46 

3.66,77 

3.21.62 

Provincial Excise 

1,41,45 

1,97,63 

2.49,69 

Stamps 

90.03 

1.13,66 

1,14,87 

Forests 

63.88 

1,19,05 

75.62 

Registration 

16.79 

20,99 

19,76 

Receipts ander Motor 

Vehicles Acts 

12,09 

11,50 

11,23 

Other Taxes and duties 

38,56 

69,73 

66,86 

Total 

7.70,46 

10,46,23 

10.49.06 

Irrigation 

6,24,78 

6,33,07 

6.10,77 

6,87 ' 

Debt Services 

7,51 

11.49 

Civil Administration 

32,18 

32,40 

23,20 

Benehcient Department 

94,56 

1,08,36 

1,03.18 

Civil Works, etc. 

94,27 

58,45 

41.21 

Miscellaneous 

33,92 

1,10,98 

1,17,16 

Contributions and 

adjustments between 

Central and Provin- 

cial Governments 

3,50 

3.54 

3,47 

Total Revenue Receipts 

16,45,51 

29.03.54 

19,63,91 

Expendiiure— 

Land Revenue 

49,82 

53,56 

56.26 

Provincial Excise 

12.66 

J^.18 

12,32 

Stamps 

1.98 

2,67 

2.32 

Forests 

38,37 

86.99 

69.84 

Registration 

89 

1.47 

1,26 

Oharees on accoant of 

Motor Vehicles Act ... 

3.74 

5,38 

4.01 

Other Taxes and Doties 

5,15 

6.10 

7,69 

Total 

1.12,61 

1.68,35 

1,64,30 

Irrigation 

1,70.27 

1,91.90 

1,96.19 

Debt Services . . 

9,14 

26.11 

69,16 

Civil Administration 

4,17,86 

4,75,66 

4.99.12 

Beneficent Department 

3,61.66 

4.21.64 

4,63,83 

Civil Works, etc. 

1,90,66 

1,80,04 

1,73,70 

Miscellaneous 

2,67,16 

313,74 

1,50,12 

Total Expenditure 

15,11,09 

17,25.21 

16.78,10 

Surplus 

1,34.42 

2.78,33 

3,85.81 

Total 

16,45,51 

20,03,54 

19,63,91 
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As is evident from the foregoing statement the major sources 
of provincial revenue are irrigation, land revenue, excise, 
stamps, forests, registration, taxes and duties, departmental, 
receipts, etc., and the major items of expenditure are civil 
administration, beneficent departments (education, medical, 
public health, agriculture, veterinary, co-operation, industries), 
civil works, irrigation, etc. 

Main features of 1944-45 budget are an increased provision 
for beneficent departments, total for which stands at Rs. 4.84 
lakhs and is higher by Rs. 64.62 lakhs than previous year, an 
additional provision of Rs. 175.9 lakhs for Public Health. 

*8. Municipal Budget Amritsar Municipality is said to 
be the richest municipality of the Punjab. This is evident from 
the following budget estimates of this body for the year 1944-45. 
Total population of the city is 389,581. 

Amritsar Municipality Budget for 1944-46, 

INCOME 


1. Qcncrnl Department 



Rs. 

33.02,705 

(a) General 

^Rs. 

5,72,400 



{b} Tax and Licensing Dcptt. 

= Rs. 

17,64.100 



(c) Income from Property 

= Rs. 

77,000 



(d) Public safety and oonvenienco 

=Rs. 

12,89,215 



2. Education 



Rs. 

82,400 

(a) Fees and tines 

=R9. 

3,400 



(&) Contribution 

=Rs. 

70,000 



3. Medical 



.Rs. 

2,000 

4. Public Health 



.Rs. 

1,28,5)30 

5. Water Supply 



.Rs. 

1,15,000 

C. Veterimiry Deptt. 



.Rs. 

1,01,500 

Total ordinary income ... 



.Rs. 

37,32,845 

Suspense Account 



.Rs. 

82.700 

Total Income 



.Rs. 

38,15,545 

Opening Balance 



.Rs. 

3,08,283 

Grand Total 



.Rs. 

41,23,128 

Total expenditure 



.Rs. 

41,12.616 

Closing Balance 



..Rs. 11.212 
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Expenditure. 

1. Getteral Department 
(a) General 

i.b) Tttx and Licensing Deptt. 

ic) Municipal properties 

{d) Public safety and convenience 

2. Education 
{«) Direction 
{b) Colleges 

(c) High Schools 

(d) Middle Schools 
{e) Primary Schools 

if) Public Library, Museum, etc. !! 

3. Medical 

Public Health ... *'* 

>• Water Supply 
3. Veterinary Deptt. ... 
r. Municipal Works ... 

Reserve for unseen purposes 

Total ordinary expenditure 
Suspense account 


.Rs. 22,53,139 


...Rs. 4,85,155 
...Rs. 1,26,371 

...Rs. 1,19,630 
...Rs. 16,21,963 


...Rs. 
...Rs. 
...Rs. 
... Rs. 
..Rs. 

. .Rs. 


14,034 

8.688 

200 

49,600 

2,98,289 

18,604 


..Rs. 3,89,415 


...Rs. 
... Rs. 
... Its. 
... Rs. 
...Rs. 
...Rs. 


1.16,062 

3,13,229 

1,38,475 

80,476 

4,27.881 

1 o.noo 


...Rs. 40,31,624 
...Rs 80,992 


Grand Total Expenditure ... ... 41,12,616 

The budget estimates given above indicate the major sources 
of revenue as well as important items of expenditure of 
Amritsar Municipality. The same could be said of the various 
other municipalities operating in our country. 

8. District Board Budget. We give below the summary 
of the estimates of the Amritsar District Board Budget for 
1944 43 with a view to indicate the main sources of revenue 
and the principal items of expenditure of this type of arl- 
ministrative unit. 

Amritsar District Board Budget for 1944-45 


General Department 
Unearmarked Contribution from 


=Rs. 4.47,819 


Government 

=Rs. 

47.900 

Interest on Investment 

= Rs. 

6,250 

Local Rates 

= R3. 

2,01,500 

Other Taxes — e.p., Uissaiti Taxes, etc. 

= R8. 

3.5.000 

Fairs, exhibitions, etc. 

=Rs. 

60,000 

Income from District Board Property, 



etc, etc. 

=:R3. 

71,725 

Education 



Fees 

“Rs. 

38,550 

Government Contributions, etc. 

=Rs. 

3.21,644 


=Ra. 3,60,694 
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3. Medical 

4. Public Health 

5. Veterinary and Stock-breeding 

6. District Works 

Total Ordinary Revenue 

7 . Suspense Accounts 

Total Bevenue 

8. Opening Balance 

Grand Total of Income 
Total Expense 

Closing Balance 

Expenditure. 

1. General Departments 

2. Education 

3. Medical 

4. Public Health 

6. Veterinary Stock-breeding 
6. District Works 

Total Ordinary Expenditure 
Extraordinary „ 

Suspense Accounts 


Total expenditure 


1.62,475 


—Rs. 

27,110 

=Bs. 

2,180 

» Rs. 

1,605 

= -Rs. 

16,115 

—Rs. 

8,22.583 

= Hs. 

16,500 

= Us. 

8,69,083 

«=Rs, 

2,06,017 

= Bs. 10.78,100 

=Rs. 

9,06,625 


= Rs. 

1,05,400 

= Rs. 

4,63,178 

=Bs. 

66,410 

—Rs. 

41,230 

=Rs. 

37,595 

=:Rs. 

88,387 

=Rs. I 

8 ,22,200 

= Rs. 

75,925 

~Rs. 

16,500 


=-=Rs. 9.05,625 


Summary. 


Budget is an estimate of the sources of income and items of expenditure 
prepared by a Governmental unit for the ensuing finaucial year. For purposes 
of comparision and public inspection it contains the statement of revised esti¬ 
mates for the current year and actuals of the previous year. 

The major sources of income of the Central Govt, of India are customs 
central excise duties, income taxes and corporation taxes, salt, posts and tele¬ 
graphs currency and mint. etc. Likewise, the major items of their expenditure 
are defence, civil administration, debt services, direct demands on revenue civil 
works, currency and mint, etc. 

The undue proportion of expenditure incurred on defence and the mainte¬ 
nance of most experienced civil administration has been criticised by national 

1 G l*S* 


The mam sources of revenue to the Provincial Governments are • land 
revenue, provincial excise, stamps, forests registration, departmental receipts, 
irngation. etc. Their mam items of expenditure are Civil administration, 
beneficent departments, irrigation, civil works, forests, land revenue, etc 


Local self-governing institntions possess various sources 
varying with their respective nature and they spend their income in 
their respective functions. 


of income 
performing 
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1 . What are now the soarces of central and provincial revenues in India? 
(P. U. 1939). 

2. In what respect are the taxes levied by the Govt, of India more just 
than those levied by Provincial Govts. (P. U. 1937). 


3. What are the main soarces of Provincial and Central revenues ? 

Wliat is the total revenue of the Punjab ? (P. U. 1941). 

4. What are the main sources of income of the Govt, of the Punjab ? 

Give approximate figures to show their relative importance. How is this 
income spent ? (P. U. 1943). 

5. Summarize the main sources of income and item of expenditure of 
the various self-governing institutions operating in India. 


/ 


/ 



CHAPTER XIX 


EFFECTS OF WAR ON INDIAN ECONOMY 

1. Introduction. , In the previous chapters we had occasion 
to refer to the effects of the present war on the various aspects 
of our economic life. In this chapter we intend to study this 
problem in greater detail and will attempt to give a general 
picture of what the was has done to our economy as a whole. 

A war may effect a country’s economic life by directly 
destroying capital and human life and by disorganizing the 
whole system of production and distribution. This happens 
when the country itself is the theatre of war operations. From 
this direct calamity India has luckily been saved. The Bengal 
famine, however has been a calamity of this order and was a 
consequence of our conditions. Apart from this and a few 
Japanese raids here and there India has so far escaped the fate 
that has befallen, countries like China, the Soviet Union 
Poland, Italy, France and some others. War has affected us 
mainly by (f) diverting our resources, human and material, 
from purposes of peace to purposes ox war. thus putting limi¬ 
tations on civilian consumption, (u') cutting us off from certain 
countries with whom we had trade relations, (Hi) leading to 
inflationary rise in prices on account of the peculiar method of 
financing purchases in India on behalf of the United Kingdom 
and the Allies, (iv) creating uncertainties about the future and 
thus encouraging speculation in variaus fields. 

These fundamental factors have affected our agriculture 
industry, trade, transport, currency and prices. Eet us take 
each of these separately for a brief study. 

, during the War. Since prices are the greatest con¬ 

trolling factor in production and consumption let us take prices 
first. For about |a decade prices in India as well as elsewhere 
were generally depress^ due to the long economic depression 
which began in 1929. The outbreak of war in September iq^o 
brought about an upward tendency which was mainly specu¬ 
lative in character. Commodities could not have become scarce 
all of a sudden. After a few months prices began to come down 
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and by the end of Z940 they were lower than in 
1939. This IS shown by the table below :_ 


December 


Index November of wholesale Prices 




Aagast 1939= 

=100 


1939 

Food and 
Tobacco. 

Primary 
■ Commodi¬ 
ties. 

Manafac- 

tares. 

General. 


Augnst. 

September 

December 

1940 


100 

111 

127 


100 

112 

136 


100 

116 

145 


100 

113 

138 


September 108 

December 108 

Prices started rising again with the advent of the year 1041. 
This was due to increased purchases of war essentials from the 
Indian market by the United Kingdom. More currency was put 
into circulation while goods were leaving the country 
Production did not increase correspondingly. By the end of 

the year prices had attained a higher level than in December 
1940 as indicated below :— 


ni 111 111 

113 120 114 



Food and 
tobacco. 

Primary 

Commo¬ 

dities. 

Manufac¬ 

tures. 

Genera]. 

March 

108 

115 

131 

119 

June 

115 

196 

147 

130 

September 

126 

136 

167 

142 

December 

127 

137 

164 

141 


In December 1941, Jadan joined the struggle on the side of 
the Asix. War was brought next door to India. The purchases 
in the Indian markets for war especially on behalf of His 
Majesty’s Government increased ail the more. As time went 
on more and more currency was issued by the Government in 
order to make these purchases. The payments were received 
by India in the form, not of commodities or gold, but in sterlin<» 
ill London. This increased our sterling balances which were 
kept as sterling securities in the Issue Department of the 
Reserve Bank of India. Against these assets notes were issued 
to finance the purchases above-ineutioned. This led to 
inflation in India as is indicated by the enormous rise in prices 
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that took place during 1942 and 1943 as shown by the table 
be ow :— 

Primary 
Commodities. 


1942 
March 
Jnne 

September 

December 

1943 
Janaary 
Febmaiy 
May 

November 

1944 
March 


Food aod 
tobacco. 


Manufactures. General. 


133 

160 

161 

181 

206 

216 

295 

308 

284 


141 

136 

163 

177 

112 

191 

234 

235 

232 


865 

167 

182 

222 

224 

226 

247 

256 

252 


146 

159 

167 

186 

190 

198 

237 

240 

236 


1939 August 

1940 June 

1941 June 

1942 June 

1943 June 

1944 June 


That the rise in prices has been due to a large extent to 

over-issue of notes is indicated by the following table which 

shows how the rise in prices has gone side by side with increase 
in note issue. 

Notes in circulation Index of notes General index 
Ra. crores. in circulation. of pi ices 

170 100 100 

nil 110 

260 162 130 

439 257 168 

734 432 238 

-.1. ■ . 032 647 

Thus the greatest expansion in note circulation took place 

nit ^ ‘{""ng the same period. Money in circulation increased 

incr^a^sed”" i°^ '•’"* tupee coins also 

coinrhndh,.?^ ‘^’■ftes worth of rupee 

coins had been added to tlie circulation 

of fooc'suiffs^'wl' n’n' P^-“^ especially 

or tooc.stuiis we shall note presently. ^ ^ 

Dricis prices. We may consider the effect of 

^ ^1,“^ following classes of the Indian population:— 

traders Industrialists, (ui) the 

peolMe ^ earners and («) the middle class salaried 

gaiied^rom^E''""-"‘"' agriculturists have 

who had This gam has been greater for those 

^ome Even to the smaller farmer 

(which has not in because he can now pay his land revenue 

iwmch has not increa.sed correspondingly) and his debt and 
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interest on debt, by selling a smaller proportion of his produce 
than before. No doubt he has to pay more for his purchases 
of necessaries of life like salt, cloth, iron matches, etc., but on 
balance his gain is greater than the loss. Many agriculturists 
have been able to get rid of their long standing debt. 

(ii) The industrialists have gained enormously through high 
profits. But on the other hand it should not be forgotten that 
the Government takes away a very large portion of these profits 
after a certain limit by way of Excess Profit Duty. Moreover 
recently prices have been controlled by the Government {e.g., 
cloth) cost of production has also increased. But in spite of 
all these factors the industrialists are in a much more prosperous 
condition now than they were for a long time before the war. 

(ah) The Trader. The traders of various kinds have been 
making big profits through speculation and black marketing 
in addition to their legitimate gains as middlemen in times of 
rising price. They have, however, been adversely affected 
by government measures of price control recently intensified. 

(tVl and (v) The wage earners and the salaried people 
have suffered the most especially those whose emoluments were 
fixed during the period of the last depression. Certain low 
paid employees have received dearness allowances. But these 
allowances compensate them only very slightly for the enormous 
rise in the cost of living, which has gone up nearly four times. 

4. Price control. In order to save the people from the 
evil effects of high prices the Government instituted price 
controls of various essentials of life. Price of wheat was first 
controlled in December 1941 at Rs. 4 as 6. a mauiid ; later on 
this price was raised. In January 1943, the control had to be 
given up. Early in 1944 it was again introduced at Rs. 9 as. 8 
per maund. A Food Grain Control Order was issued in May, 
1942, in order to control supplies in addition to price. 

A Textile Control Order was issued in June, 1943. to stabilize 
the price of cloth especially of the cheaper varieties. Prices 
considered fair to dealers and consumers were fixed for 20,000 
types of cotton cloth, which had to bear a stamp of price and 
quality from August, 1943 onwards. Dealers were given six 
months to sell off old stocks and a similar period was fixed 
for new cloth. Contiol over woollen goods also has been 
introduced. 
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The earlier control was effective mostly as regards military 
purchases. As far as the civilian population was concerned 
earlier attempts at price control failed. They only led to hoard¬ 
ing and creation of black markets. “Price control without 
control of supplies." in the words of Dr. Rao, “without a 
centrally directed policy, without checking the recurring weekly 
addition to the volume of currency was bound to faiP." Recent 
measures of price control are more comprehensive and are 
therefore meeting with greater success. The Governraeiit have 
introduced rationing schemes of certain essentials of life like 
foodgrains, sugar and kerosene oil. At the same time control 
has been extended to a large number of articles of daily use like 
drugs, cycles, toilet goods, etc. 

5 . War and Agriculture. When the war broke out Indian 
agriculture was suffering from several weaknesses and was not 
at all in a position to meet the emergency. These weaknesses 
were : 

(a) There was little scope for extensive cultivation. Between 
the two great wars while population had increased by 27 ®/q area 
under cultivation had increased only by 2% from 206 million 
acres in 1920 to 210 million acres in 1939. 

(^) Productivity per acre was at a standstill, if not actually 
declining. It was low compared with other countries. For 
instance, the outturn of rice per acre was 1,357 India 

compared with 4,601 lbs. in Italy and 2.112 in Egypt. 

(c) The various provinces were inter-dependent in matters 
of food. The Punjab. U. P.. Sind, C.P. and Berav were surplus 
provinces, while Assam, Bengal, Bombay, Travancore, Bihar. 
N, W. F. P. and Madras were deficit provinces. It was there¬ 
fore necessary that transport facilities should remain available 
m order to feed the people of deficit provinces, 

(d) India had started depending on foreign imports of food- 
since the separation of Burma. She imported about 2 

million tons of rice in 1939-40. 

taking the total food available in the country, Dr. 
Mukherjee had estimated a food deficiency of iz^L in a normal 
year before the war. ' 

W r^^ards raw materials (cotton, jute, oil seeds, etc.) 
India depended largely on foreign markets for the prosperity of 
their producers. 11. 

1 War aii'l lu.lian Eo )noiny, p. 191 . 



250 


ESSENTIAI^ OP ECONOMICS 


With the outbreak of the war and the consequent disturban¬ 
ces in the markets and the means of transport that it caused 

India was faced with two great problems, (t) The problem of 

surpluses of agricultural raw materials, (it) The problem of 
scarcity of food, 

6 . The Problem of Surpluses. Most of the European 
continental markets for India's raw produce disappeared follow¬ 
ing German victories in Europe. With the entry of Japan into 
the war in December 1941 that important customer of our 
cotton also disappeared from the field. Added to these were 
the shortage of shipping and insecurity on the seas. Our exports 
of raw jute, cotton and oil seeds fell seriously as shown 
below : — 


Raw Jate (1,000 tons) 


1939 

1942-48 

• V ♦ 

S70 

239 

Raw cotton (1,000 bales) 

• » • 

2.948 

301 

Oil seeds (1,000 tons). 


849 

611 


An attempt was made to find markets in the U. S. A. to 
which country the Government deputed Dr. Gregory and Sir 
David Meek for this purpose. Their visit revealed small chances 
there. Internal demand was stimulated by the Government 
lowering their standard of specifications for cloth for the army 
ill order to encourage the use of short staple cotton. It was 
short staple cotton that was in surplus production. Government 
also encouraged the cultivation of long staple cotton as a 
substitute. Area under jute was reduced for the year 1941 and 
subsequent vears. Better utilization of oil seeds, especially 
groundnuts was promoted by scientific research. The Govern¬ 
ment started a “Grow More Food Campaign" with the double 
object of reducing production of non-food crops and increasing 
the production of food crops to meet the prevailing scarcity of 
food. These measures met the situation created by the surpluses 
to a considerable degree. 

7. Food Scarcity. The scarcity of food was caused by three 
set of factors:— 

(a) Decline in total supply due to lower production and 
stoppage of imports. 

{b) Increase in demand, due to hoarding by producers, 
traders and consumers, in addition to greater consumption by 
people whose incomes had gone up during the war. Added to 
this were the purchases for the army inside and outside India 
and for some other exports, 
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(c) pifl&culties of transport and defects of organization and 
Government policy which prevented the proper movements of 
foodstuffs to meet scarcity in deficit localities. 

The worst effects of the scarcity were suffered by Bengal 
where a major famine developed during the year 1943 causing 
death of millions of people first by starvation and subsequently 
by epidemics. 

In July 1943 the Government of India appointed a Com¬ 
mittee (Food Grains Policy Committee) to investigate the 
causes of the scarcity and to recommend measures. 

The main recommendations of this Committee (which re¬ 
ported in September, 1943) were:— 

(а) Exports of food to cease immediately. 

(б) Government to import 500,000 tons of food, grains to 
build a Central Reserve and another 1.000,000 tons a year for 
current consumption. 

(c) Grow More Food Campaign to be encouraged bv dis¬ 
tribution of improved seed, utilization of night soil and' town 
refuse as manure, encouragement of irrigation and drainage 
schemes, prevention of depletion of cattle, importation of 
tractors and other agricultural implements, supply of fuel and 
lubricating oil to agriculturist, etc. 


{d) Improvement of procurement inachiiierv 
encourage the cultivator to sell his produce gold 
goods should be sold to him 


In order to 
and other 


(e) For more equitable distribution of food, rationing should 

n extended to all towns with a population of 

one lakh and over. ^ 

1 V, principle of statutory price control (control of prices 

by law) should be extended. l^^wcs 

Government should exercise uioie power 
of P“rve?e^."' —g--ent 

VJiA Government policy is guided along the above lines 

nrohibr? committee. Exports of food have he!n 

prohibited About 1,000,000 tons (not 1,500,000 tons as re 

te“^rine1:h%^^t *0°^ grains have been impor¬ 

ted during the first year after the report of the committee. 
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Improvements have been effected in the procurement of 
machinery. Price control has been extended and better 
managed. Rationing of food grains have been introduced in 
about 250 cities, with a population of about 40 millions. 

8 . War and Industry. War has stimulated not only the 
industries that existed before the war but it has also led to 
the establishment of a number of new kinds of industrial 
enterprises. The old large-scale industries that have bene¬ 
fited from the war are iron and steel, jute, cotton, leather and 
tanning, woollen, chemicals, sugar, paper and cement. In 
addition the small and medium size industries like those, 
manufacturing glass, rubber goods, minor chemicals, stationery, 
buttons, cultery, etc., and cottage industries like handloom 
weaving of cotton, wool and silk has also greatly benefited from 
the war. Kffects of war on individual industries have already 
been explained in a previous chapter. 

Of the newly established industries may be mentioned the 
aluminium and the heavy chemicals industries, the new branches 
of engineering industries including machine tools, aircraft and 
ship-building. 

Indian industries have prospered because of (t) the great 
military demand for their products, (ii) the cessation of foreign 
competing imports and {Hi) special help given by the Govern¬ 
ment to some of them by way of creating special facilities for 
industrial research and for training skilled labour. A Board of 
Scientific and Industrials Research was created in IQ40 and in 
IQ41 a separate Industrial Research Fund was established for 
financing its activities. As regards Government purchases the 
total value of orders handled by the Supply Department 
"increased from Rs. 85 crores in first 16 months of the war to 
Ks. iiS crores in 1941. Rs. 223 crores in 1942 and Rs. 142 
crores for the first five months of 1943.* 

About 20,000 articles required by the modern army are now 
made in India. India at present produces xoo®/o of her 
war requirements and sends abroad large quantities of arms, 
ammunitions, shells, rifles, sand bags, electric cables, road, 

tolling plant, electric fans, etc. 

The following table gives some idea of the increase in produc¬ 
tion that has taken place in the case of certain industries: 

I Ii.O. Jain Indian Economy daring the war. p. 30. 
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Cotton mantifftotnres (Million lbs.) 

(excluding twist and yarn) 
Cotton piecegoods (million yards) 
Jnte manafactnrea (000s tons) 
Paper (000s cwt.) 

Sogar (OOOs cwt.) 


1988-39 1941-42 1943-44 

920.5 1093.5 1185.2 

4269.5 4493,5 4840.4 

1221.5 1258.8 833.0 

1183.9 1870 9 1327.0 

13404.0 18338.0 2122.0 


Dr. Jain calculated that “Taking the average of the last four 
years, sugar production increased by 60 per cent., iroii and steel 
by 46 per cent ; paper by 34 per cent and cotton textiles by 10 
per cent, but there was a small fall of 4 per cent in jute.” He 
adds: “On the whole the increase in the industrial output 
during the last quinquennium was of the order of 30 per cent. 


But in spite of all this, it is generally felt that the Govern¬ 
ment has not taken full advantage of the opportunities offered 
by the war. They have not encouraged in the country the 
establishment of heavy industry by facilitating import of machi¬ 
nery. The foundations of our industrial system still remain 
weak and the progress achieved under conditions of war is not 
likely to have permanent results from the point of view of 
industrialization of the country. 


9. War and foreign trade. The present war has produced 
the following effects on our foreign trade : — 


(t) As regards exports the influences at work have been (r/) 
disappearance of enemy and enemy-occupied countries in 
Europe and the Far East from the list of our customers; (6) 
prohibition of exports to certain neutral countries to avoid goods 
falling into the hands of the enemy, (c) Shortage of shipping and 
high freights and insurance charges and, {d) Great demand for 
various kinds of war essentials on the part of the Government 
for theatres of war outside India. The net result has been ; 


Firstly. That in spite of war restrictions our exports have 
expanded. The value of exports for the years 1938-39 was 
Rs. 162.8 crores and for the year 1942-43, 187.6 crores. and for 
1943-44 it is 199.2 crores. This is ajjart from exports on 
Government account the figures for which are not revealed. 


Secondly. That a much large proportion of the e.xports 
consisted of manufactured goods during the war than before 
the war. In 1938-39, 29.2 per cent of the total exports consisted 
of manufactured articles, in 1942-43, this percentage went up 
to 50.8, and in 1943-44 to 52.8. 
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Thirdly. There have been changes in the direction of our 

export trade. Some important changes are given in the table 
below ;— 


Couninj 

1938-39 

Per cent ExpoHed 
1942-43 

Britisli Empire 

58*6 

67*0 

Middle East 

0*6 

12*5 

U. 8. A. 

8*4 

14*7 

Other foreigu countries 

37*5 

3*8 


1000 

1000 


Most of the ‘other foreign countries’ are enemy or enemy, 
occupied countries. Note the gain by U. S. A. and the Middle 
East countries (Turkey, Syria, Iraq, Iran, Arabia and Egypt). 

If we look into individual export items we find that the 
greatest sufferers have been : Oil seeds, hides and skins, cotton 
and jute. They have partly found new markets and partly 
they have been utilized in increasing quantities by our expand - 
ing industries. For instance, the expansion of the Cotton 
Textile Industry has led to greater demand for our cotton, the 
main customer of which used to be Japan. The increasing 
orders of the Government for leather and leather goods have 
created increased demand for hides and skins. The “Grow 
More Food Campaign” of the Government also was expected 
to transfer some area from under the non-food export crops to 
food crops, though the results have not been substantial. 

(ff) As regards imports similar factors have been at work. 
The disappearance of enemy and enemy-occupied countries as 
sources of our imports, restrictions imposed on certain kinds 
of imports in the interest of war. shortage of shipping, etc. have 
all reduced the value of our imports considerably. In addition, 
stocks of goods are not available in Allied countries engaged in 
the production of the essentials of war. The result has been 
a serious scarcity of goods especially of civilian use like paper, 
drugs and medicines, dyes, metal-ware, glassware, electrical 
goods, machinery and raacliine tools. 

The net results have been:— 

Isi. The total value of imports has fallen. The fall has 
been from Rs. 152*3 crores in 1938-39 to Rs. no.4 crores in 
1942-43. The year 1043-44 has shown a slight increase to 
Rs. ii8'8 crores. 
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2 nd, In composition of imports the percentage share of raw 
materials increased from 20.4 % to 47-1% and of manu¬ 
factured goods fell from 6 z% to 15% between the years 1938-39 
and 1942-43 respectively. For 1943-44, the precentage of raw 
materials was 55, and of manufactures 38. 

3 rd. The direction of imports also has changed as shown 
by table below :— 


Countries 

Percentage imported from 
1939-38 1942-43 

British Empire 

68.1 

55.4 

Middle East 

2*3 

24.0 

U.S.A. 

6.4 

17.0 

Other Foreign Coantries 

33.2 

3.6 


1.000 

1.000 


Again notice the great importance attained by the Middle 
Eastern Countries and the U.S.A, at the expense of the *'other - 
foreign countries." 

{Hi) As regards our balance of trade it shows great im 
provement during the war years as the following figures indicate;— 

Crores of rupees 


Year 

Imports 

Exports 

Balance 

1938 - 3 VI 

162 _ 

^ 163 

+ 11 

1939-40 

166 

204 

+ 39 

1940-41 

167 

187 

+ 30 

1941-42 

173 

137 

+ 64 

1942-43 

110 

187 

+ 77 

1943-44 

119 

199 

+ 80 

10. Debt and 

Debt Repatriation. But 

the balance 


account in our favour has increased much more. To the 
balance of trade have to be added other net items in our favour 
like net export of treasure, sale proceeds of silver in London, 
money paid by the British Government for purchases made in 
India on their behalf. These payments were received in 
London in the from of sterling by the Reserve Bank of India. 
This amounted in the first 4^ years of the war to about Rs. 146 
crores millions. About Rs. 426 crores have been paid to our 
British creditors to wipe off our sterling debt—Loans raised by 
India in the past for various purposes of building railways, 
canals, etc. From a debtor country w’e have become a creditor 
country in relation to Great Britain This transaction is known 
as Repatriation of our Sterling Debt. 
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This however does not mean that our Public Debt has been 
wiped off. In fact our public debt has considerably increased 
during the war. The foreign debt in the form of sterling has 
been paid off. Part of this debt has been converted into 
internal or Rupee debt (debt in the form of rupees owed 
mostly to people living in India). The total obligations in 
India thus increased from Rs. 709 crores to Rs. 1,336 crores 
between March TQ39 and March 1944, an increase of Rs. 626 
crores. 

Our rupee debt has increased because of the great expen¬ 
diture on war incurred by the Government of India on India’s 
behalf. Over and above what can be raised by taxation such 
expenditure has been met by borrowing. 

11. War and Transport. The war has resulted in a great 
shortage ot transport facilities especially for the civilian popula¬ 
tion. While demand for transport services has increased the 
supply of such services has in fact decreased. The great 
weakness of our transport services is that they depend upon 
foreign countries for their essential equipment. Locomotives, 
and wagotis for railway, motor buses, motor cars and even 
petrol have to be imported. These imports have fallen off due 
to the reasons already considered. The position as regards 
railways is extremely bad. Locomotiv’^es, waggons^ and railway 
lines have been taken out of the country in substantial quantities 
to the Middle East, repairing facilities have been curtailed, 
freights and fares have been raised. Due to pressure on the 
existing meaere services travelling has become most inconvenient. 
The railways, liowever, have made considerable profits during 

the war. 

As regards road transport the import of lorries, buses, and 
cars has almost disappeared, as far as civilian needs con¬ 

cerned. Most of the existing ones have been requisitioned by the 
fiovernmeiit for military purposes. Then the shortage and 
rationing of petrol has enormously reduced the possibilities of 
using what is available in civilian hands. 

As regards coastal transport the position is even worse. The 
coastal trade has been reduced due to the shortage of shipping 
and the unsafety of the eastern zones. The traffic from the 
western centres to Bengal which used to go via the sea has been 
forced on the railways, thus increasing still more the pressure 
on them. 


EFFECT OF WAR ON INDIAN ECONOMY 


257 - 


The lack of proper transport facilities was an important 
cause for the tragedy of the Bengal famine in 1943. 

12. Conclusion. The war has stimulated economic 
activity in all spheres in order to meet the needs created by 
this emergency. The new production drive though not all 
in the direction best desired by the Indian people have stimula¬ 
ted our industries old and new. Civilian needs, as was natural, 
have been starved, the people had to suffer hardships due to 
high prices and scarce supplies. A redistribution of wealth has 
resulted due to inflation and other exigencies of the war. How 
far the sacrifices of the people will result in any permanent 
benefit to India and how far the present industrial expansion 
will be a national asset in the Jong rnn, will depend upon the 
post-war policies of the Government in spheres of politics and 
economics—Plans of such policies especially in the field of 
economics are already under consideration by the various 
Central and Provincial committees appointed by the respective 
governments. 


Summary. 

The present war has greatly affected the Indian economy, althongh we 
have been saved from the devastation that has fallen to the lot of so many 
other conniries. The most important and oatstaiiding affect of war has been 
the nnprecedented rise in prices. The price index has risen from 100 to 240 
dnring the war. Bat actually the prices are at least four times as high as 
before the war. 

The affects of high prices have been telling. Agriculturists, particular^ 
with large surplus, have gained. Even the small peasant is a gainer as he has 
been able to clear a good portion of his old debt and consolidate the rest. To 
the industrialists high prices have been a boon. Even after paying top heavy 
taxes they have earned huge amount of money. Likewise has been the lot of 
the trader. He has pocketed his gains not only as a middleman but has also 
enriched himself through speculation and black^marketing. Wage-earners and 
salaried people have suffered, because their income has not increased propor¬ 
tionately to the rise of prices. 

® view to protect the interest of cnnsumer.s, the Oovernment Insti- 
Qted price control measures. Tbt-se measures, however, met with little success 

0 begin with but since 1943 they have been enlorced strictly and have borne 
the expected result. 

The main effects of war in agrioulture have been the problem of surplus 
ot raw materials and the problems of scarcity of food. Efforts have been made 
o solve these problems by finding foreign markets for raw material and inaugu- 
M mg a scheme of “Grow more food.” Imports of food-grains from abroad have 
een airangedand exports of such grains have been stopped. But with all such 
• orts, Bengal famine of 1943 has been very severe. 
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Industry has experienced a period of alNroand activity, expansion and 
prosperity. Old indastries have expanded and several new ones have come in^ 
existence. Indastrial prodaction has increased by 80 per cent daring the war. 

Oar foreign trade has been greatly disturbed daring the war. * Foreign 
markets for oar raw materials have shrunk and imports have decreased consi* 
derably. Exports of manafactured goods have greatly increased. The dii‘ec> 
tion of foreign trade has changed. Middle eastern coantries and U.* S. A. are 
now enjoying increasing share of oar exports and are likewise supplying in 
increasing share of oar imports. 

Another main feature of war-time effect on India has been the change of 
hia debtor position to that of a creditor in relation to Great Hritain. We have 
paid off our stetling debt and now owe more than Rs. 1,000 crores from her. 
Oor ropee debt, however, has increased due to huge expenditure in the'prose¬ 
cution of war. 

The transport system of India has had to carry a very heavy traffic for 
moving troops and provisions, while railway lines and equipment have been 
taken to foreign theatres of war. Road transport for civilian use has been 
greatly reduced. It has not been possible to expand transport facilities, 
becaqse no provisions have been available. 

On the whole we might say that the war has stimulated economic activity 
all-ronnd. In spite of increased production of manufactured articles and food- 
grain the country has suffered severe depreciations of necessaries of life. 
Import of food-grains arranged by the Government authorities have had a 
heartening effect. But the country is still (Sept. 1943) facing an acute shortage 
of cloth, amounting to famine. 


Kxercises. 

1. How has the Indian economy been affected by the present war ? 

2. Study the price movement daring the present war with its affects on 
v&rioQs classes of society.. 

3. How has price control system worked in India daring the present war ? 

4. Discass how agriculture industry have been affected ;by the present 

War. 

5. What have been the affect of the present war on India’s foreign trade ? 
Study them with a special reference to the changes brought about in th^ 
nature'and direction of our foreign trade. 

6. “India has become a creditor country, . after having cleared all her 

debts to Great Britain.” Comment. > .■ 

7. How has the transport system of India been affected by the present 


war ? 
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PAPER A—1940 

1. What is density of population ? Give the reasons for 
the variation of density in the main divisions of the Punjab. 

2. How does the efficiency of labour, profit the consumer, 
the capitalist, the entrepreneur, the nation and the labourer 
himself ? 

3. Why does agricultural production, in the long run. result 
in increasing cost per unit ? Explain the factors that can 
modify this tendency in the Punjab farms. 

4. What are the functions of an entrepreneur ? Why. as a 
factor of production, is his work not classified with labour ? 

5. What would be the effect on the country of the follow¬ 
ing ? 

(а) Emigration of half of its labour force. 

(б) Its production failing to keep pace with its con¬ 
sumption. 

(c) Spending the greater part of the national income in the 
production and consumption of harmful luxuries. 

6. A consumer has five annas to spend on butter and sugar. 
How many annas worth of each of these would he buy if the 
units of marginal utility of successive annas worth of each are 
as in the following tables :— 

Units of Marginal Utility 


Annas 

Sogar 

Butter 

Ist 

10 

16 

2 nd 

8 

12 

3rd 

6 

8 

4th 

4 

4 

6 th 

2 

0 


7. What side-line industries would you suggest to the 
Punjab farmer to increase his economic prosperity ? 

Or, 

{For girl students only) 

Describe the part that women can play in the economics of 
village life. 
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9. What are the evils of fragmentation of holdings ? What 
measles did the Punjab Co-operative Department adopt to 

Gmdaspur^^ district of Jullundur, Hoshiarpur and 

10. Of what importance to production and consumption in 
the Punjab are the following ? 

(а) The North-Western Railway. 

(б) The sea port of Karachi. 

(o) The forest regions of the Himalayas. 


PAPER B—1940 

Distinguish clearly between any four of the following .•_ 

(a) Rent and Quasi-rent. 

(h) lyegal tender and token money. 

(c) Equation of exchange and par of exchange. 

(d) Gross interest and net interest. 

(c) Direct tax and indirect tax. 

2. What are the advantages of foreign trade ? 

Discuss: '‘International trade is a kind of barter. 

3. What is paper money ? 

What are its advantages and disadvantages ? 

What forms of money in your country would you classify 
under this head ? 

4. Explain:— “The level of general prices varies directly 
with the amount and eflSciency of money in circulation and 
inversely with the volume of trade.'* 

5. What are real wages ? 

How would you compare the real wages of a domestic ser¬ 
vant in a town with those of a servant of the village community 
in the countryside, such as the village chamar ? 

Have wages risen or fallen during the last 15 years and 
why ? 

6. A student in London writes to his father in Lahore to 
send him lb. 100. Mention the various ways in which this can 
be done. 

7. What are profits ? How they are determined ? 

8. What are the principles of Co-operative Credit. 
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Describe briefly the working of a village co-operative credit 
society. 

9. Write short notes on any four of the following : — 
Gresham’s Law ; The Indian money market ; Factory Legis¬ 
lation in India ; ^The Government of India Act of 1935. The 
Recardian Theory of Rent. 

10. Write a short essay on Local Self-Government in India* 
mentioning their forms* functions, flnances and problems. 


PAPER A—1941 

1. What are natural resources ? Name the main natural 
resources of your province and mention the industries and occu¬ 
pations to which they gvie rise, 

2. The economic life of the village is gradually under-going 
many changes. What are these changes, and what causes are 
at work to bring about these charges ? 

3. Write out a family budget of a workman. What will be 
the effect of a good increase in his income on the various items 
of his expenditure ? 

4. Draw a map of India. Mark in it the routes of air 
transport. Locate the large scale industries. 

5. What are laws of production ? Describe the working of 
any one of them in the production of a main commodity in 
your province, 

6. What are the functions of the Agricultural Department 
of your province. 

7. Of what economic importance are the following to the 
Punjab ? 

(a) the monsoons ; (6) the Indus and its tributaries ; (c) the 
Mandi Hydro-electric Works. 

8. What are the causes of famines in India ? Describe the 
organisation of famine relief of your province. • 

9. Why is it that— 

* (a) the Punjab exports wheat and cotton ; Bengal jute ; 

and Burma rice ? 

{b) the Punjab irrigates its fields by rivers and canals and 
the Deccan by tanks ? 

10. Describe the organisation of a village of your province. 
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“ PAPER—B 1941 r 

1. What is meant by Market Price ? 

How does it differ from normal value i? . 

Explain briefly the marginal theory of value,' ' 

2. Is hoarding an economic evil ? Give reasons^ ^ 

3 - Wiiat IS a bank ? Wbalr are its functions^ 

Discuss •— A; bank is a-factory of credit. 


4- How are the wages of any particular class of labourers 

^ Is It in the-power of any class of labourers to 
raise their wages permanently or: temporarily ?; 

Why are the wages of sweepers low. in spitfe of the fact that 
their work is often hard and disagreeable ? 


5 . Write short notes on India's exports and imports givinc 
the mam articles of trade, the direction of trade and any 
changes in articles or direction brought about during the last 

for^^^^^' of a country paid 

6 . What are the main sources of Provincial and Central 
Revenue ? 'What is the total revenue, of your province ■? 

What are Home Charges and how are they met ? 


7, Distinguish between :—Balance of Trade and Balance of 
Account ; Joint Supply and Composite Supply ; Customs and 
Excise ; Net Interest and Gross Interest ; Debasement and 
Depreciation of Currency. 


8 , Write short notes on :— Bank rate, Rate of exchange 

Clearing House, Gold standard, and Trade Unions. ' 

9. Discuss:—“Interest is the reward of saving." 

"Rent is a differential surplus." 


PAPER'A—1942 

I. Economics is the science of bread and butter or dal and 
roii. How far is this view of the subject matter of Economics 
correct ? Give your own definition of Economics. 

; 2. Distinguish clearly between initial, marginal, and total 
utility of a commodity and mention the limitations of the Eaw 
of Diminishing Utility, 

3 - Are there any well-defined stages in the development of 
economic life ? 
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4. How far does India possess the natural advantages and 
equipment required for a great industrial development ? 

Form an idea of the increase a of population in India 
during the last twenty years. Explain why certain parts of the 
country are thickly and others sparsely .populated. 

, 6. ‘‘There is, with the single exception of Sind, no portion 

of India which is so favourably situated as regards its rivers or 
so Unfavourably as regards, its rainfall as the Punjab proper 
that is to say, between the Jhelum and the Sutlej.*' Write an 
explanatory comment on this statement. 

7. Give a brief account of the trade and industry of Jaipan, 
Why has Japan been called the Great Brhain of the East ? 

8. Do you know the difference between !rural uplift* and 
‘cattle lifting ? What has the Punjab Government done to 

promote the first and suppress the latter ? 

♦ % 

9. How is a Punjab district administered in matters con^ 
nacted with Eand Revenue and Public Health ? 

PAPER B—1942 

PART A 

1. What is monopoly price? How does'it differ frorri 

normal price ? How are monopoly prices fixed Jor commodities 
produced under different laws of production ? ■' 

2. What is a Co-operative Credit ?' What are its basic 

principles ? What are the advantages of a Co-operative 
Society ; . ^ 

3- 'What is Land Revenue ? Describe the system of land 
revenue and assessment and collection in the Punjab. Distin¬ 
guish between ‘fixed* and ‘fluctuating’ assessment. 

•*. the functions of a Municipality ? How does 

It obtain funds to discharge these functions ?'How does a 

Municipality differ from a Corporation, Notified Area Comrnittee 
or a District Board ? » 

/h\ n International trade is a form of barter ; 

time enter into price ; (c) Interest is the' price of 

. . PART B 

. ^^stinguish between (a) a Cheque.and a Bill of Exchange, 

« ^ ^^sts, (c) Strikes and lock-outs 

na {a) Protective and Revenue duties. J 
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7. (a) What are the main items of the trade between India 

and Japan ? 

(6) How will Indian Industry and trade be affected by 
a war between Japan and British Rmpire ? 

8. If you have to make payments to a distant place in 
India, what form of remittance would you choose, and why ? 

9. Write short notes on ; collective bargaining, Index num¬ 
bers, mobility of labour, and the theory of international trade. 

10. (a) What are the Income-tax, the excess profit tax and 
the Super-tax ? 

(6) Kxplain with the aid of an example, the difference bet- 
w'een the impact and incidence of taxation. 

(c) What is meant by taxable capacity ? 

PAPER A—1943 

1. What do you understand by the term Descriptive 
Economics and what is the utility of its study ? 

2. Give a brief description of the organization and method 
of trading of any Mandi with which you may be familiar. 
Enumerate the various charges which a seller has to pay in the 
Mandi. 

3. Give an account of the principal agricultural crops of 
India. Explain the importance and indicate the regional 
distribution of each of them. 

4. Review the progress made by the sugar, cement and 
match industries of India during the last twenty years. 

5. How has the development of means of transport in 
India affected (a) old cottage industries, (h) agriculture, (c) daily 
consumption of the villager ? 

6. Give a brief account of what the Factory and Labour 
Legislation has secured for the welfare of the worker in India. 

7. You have to pay Rs. 427-0-3 to Messrs. A. N. and B. 
Write this out in the form of (a) a crossed cheque ; (6) a dar- 
shani hundi, and (c) a promissory note. 

8 . Describe the terms and discuss the merits of the Bafai 
system for the division of agricultural produce between the 
landlord and tenants. 

9. What are the main sources of income of the Government 
of the Punjab. Give approximate figures to show their relative 
importance. How is this income spent ? 
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PAPER B-1943 

1. What do you understand by the term ‘value'? Can you 
see any difference in the use of this term in the following 
sentences ? 

(а) Inhere is nothing more valuable than a good friend ? 

(б) The value of air for human life is immense. , j 

(ic) Valued have been rising recently due to war. 

{d) Gold has more value than silver. 

2. “Economics is the study of the principles according to 
which limited means are used for the satisfaction of unlimited 
wants." 


Explain the above definition of Economics by giving simple 
examples. 

3. Explain ‘Elasticity of Demand'. Name five good of 
daily use having comparatively inelastic demand for your own 
family. 

4. ‘Division of labour is limited by the extent of the 
market'. Explain. 

5. What is a joint stock company ? What are its special 
advantages as a form of business organisation ? 

6. What are the factors that would determine the price 

of mangoes at Lahore on a particular day during the mango 
season ? ^ o o 

■ 7. If you had Rs. 100 to lend, what rate of interest 
(roughly) would you accept from_ 

(a) a village farmer ; (6) an industrialist in a town ; 

(c) a co-operative bank ; (d) the post office ? 

Can you explain, why ? 

8. Distinguish between :— 

(o) Money and wealth (c) Captain and Income. 

(6) Wealth and Capital, {d) Real income and money 

income. 


9 * What is a bank ? 
that banks usually create 


Describe the various forms of money 


understand by ‘Public Finance' ? How 
does It differ from 'private finance’ ? 
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II. Write notes on any four of the following :— 

(а) Consumers' Surplus. {d) Composite Supply. 

(б) Stock Exchange. (e) Joint Demand. 

(c) Speculation. (/) Quasi Rent. 

' PAPER A-1944 • 

1. What is meant by ‘Consumption’ in Economics ? What 
are the main items in the daily consumption of a coolie, a clerk, 
a cultivator and a college professor ? 

2. What are the wheat and rice regions of the world and of 
India ? Point out the various ways in which more food can be 
grown in India. 

3. Give a brief description of the division of labour and 
methods of farming of any Indian village with which you may 
be familiar. 

4. Write a note on the growth of joint-stock banking in 
India. 

5. What has been done in recent years to solve the pro¬ 
blem of rural debt in the Punjab ? 

6. How is Land revenue assessed and collected in the 
Punjab ? 

7. What are the main items of revenue and expenditure of 

the Government of India ? Give approximate figures to show 
their relative importance. '• 

8. What are the causes of India’s poverty ? What is meant 
by the statement that India is a rich country inhabited by 
the poor ? 

9 . Write short notes on any two of the following:—Debt 
Conciliation Board ; Growth of population in the Punjab: Con¬ 
solidation of Holdings ; Power resources of India ; Tenancy 
Tvegislatioii. 

PAPER B—1944 

T. Define: ‘Wealth’. What does an individual’s w^ealth con¬ 
sist in ? Will you include a man’s skill or his sense of duty in 
the the list of his wealth ? Give reasons. 

2. Distinguish between any three of the following :— 

(«7) Normal wages and real wages.'' v 
Joint demand and composite demand\ 

(c) Protective and revenue duties. 
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(d) Internal and external economics. 

(e) Market price and normal price. 

3. What do you understanvl hy Consumers* Surplus. Men¬ 
tion any three articles from domestic consumptions of which 
you enjoy a large consumers* surplus. 

4. What is economic rent ? ExplaiiTthe relation between 
rent and price, 

3. The price of wheat before the war was about two rupees; 
fdt is about ten rupees now. What causes have led to this 
^increase ? 

In this connection, explain what you understand by ‘Price- 
ControT and ‘Rationing*. 

6, ‘Monopoly' is the negation of competition and yet fre¬ 
quently it is the outcome of unfettered competition.* Discuss. 

7, Distinguish between the functions of the Reserve Bank 
of India, a bank such as the Punjab National Bank, and the 
Central Co-operative Bank of a district. 

8. What do you understand by 'money* ? Briefly explain 
its main functions. 

9. Write short notes on three of the following ;— 

(a) Incidence of Taxation. 

{b) Marginal Utility, ^ 

(c) Uegal Tender. * 

(d) Localization of Industries. 

(e) Black Markets. 
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